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STIPULATION OF SETTLEMENT AGREEMENT
IN LIEU OF REBUTTAL TESTIMONIES

WHEREAS, HAWAIIAN BEACHES WATER COMPANY, INC. ("HBWC" or
“Applicant") and the DIVISION OF CONSUMER ADVOCACY, DEPARTMENT OF
COMMERCE AND CONSUMER AFFAIRS (the “Consumer Advocate”) are the only
parties in the subject docket (Applicant and the Consumer Advocate are hereinafter
together referred to as the "Parties”);

WHEREAS, after extensive review, discovery, analyses and discussions, the
Parties have, for the purposes of the proceeding in the subject docket, reached a final
stipulated agreement on all issues;

WHEREAS, the Parties desire and have entered into this Stipulation of
Settlement Agreement (“Stipulation”) to formally memorialize their proposed resolution

of all issues in the subject docket;



WHEREAS, the Parties agree that this Stipulation shall be in lieu of Applicant
filing Rebuttal Testimonies to the Consumer Advocate's Direct Testimony and Exhibits,
filed on October 27, 2009, and any further discovery amongst the Parties; and

WHEREAS, the Parties understand and acknowledge that the Commission is
not bound by this Stipulation between the Parties, and that this Stipulation is subject to
the review and approval of the Commission.

NOW, THEREFORE, the Parties, by and through their respective attorneys, do
hereby enter into this Stipulation as mutually acceptable to each.

. PROCEDURAL BACKGROUND

On July 17, 2009, Applicant filed its general rate case application (“Application”)
in the subject docket requesting Commission review and approval of rate increases and
revised rate schedules, pursuant to Hawaii Revised Statutes (*HRS") § 269-16(f), as
amended by Act 168, 2004 Session Laws of Hawaii. Pursuant to HAR § 6-61-91(b), on
that same date, copies of the Application were duly served upon the Consumer
Advocate.'

On August 6, 2008, the Consumer Advocate filed its Preliminary Statement of
Position Regarding Completeness of Application (“Preliminary Statement of Position”)
informing the Commission that, among other things, it does not object to the

completeness of the Appiication.2 The Consumer Advocate also stated that it does not

' As stated in the Application, Applicant has annual gross revenues amounting to less than

$2,000,000. As such, Applicant is subject to the requirements of HAR §§ 6-61-88 and 6-61-91(b). See
also Order Regarding Completed Application and Other Initial Matters, issued on August 24, 2009 in this
docket.

2 The Consumer Advocate noted in its Preliminary Statement of Position that Applicant did not
specifically state in its Application, as required by HAR § 6-61-75(a){7), whether it had paid dividends
during the five previous years, and further, did not provide, as set forth in HAR § 6-61-75(3), all the details



object to Applicant's request contained in its Application for a modification of the
requirement set forth in HAR § 6-61-75(b)(1} to allow Applicant to submit unaudited
financial statements instead of audited financial statements, provided that Applicant
agrees to make available for review all documentation supporting Applicant's financial
statements, including all accounting books and records.

On August 13, 2009, pursuant to a proposed Stipulation for Protective Order
entered into between the Parties and filed on July 27, 2009, the Commission issued a
Protective Order setting forth the procedures for dealing with privileged and confidential
information that may be requested and/or filed in the subject docket.

By letter filed with the Commission on August 18, 2009, pursuant to the
Protective Order issued in this docket on August 13, 2009, Applicant submitted
Confidential Workpapers HBWC 10.1, HBWC 11 and HBWC 11.1 as referenced in the
Application.

On August 24, 2009, the Commission issued a letter to the Parties informing
them that a public hearing on the Application was scheduled by the Commission for
September 21, 2009, at Keonepoko Elementary School, 15-890 Kahakai Boulevard,
Pahoa, Hawaii, 96778, and providing a copy of the Notice of Public Hearing and the
scheduled dates of publication in accordance with HRS §§ 269-12 and 269-16.

On August 24, 2009, the Commission issued its Order Regarding Completed

Application and Other Initial Matters approving Applicant’s request to submit unaudited

of the mortgages and security interest identified on Exhibit HBWC 2, Schedule 3. The Consumer
Advocate noted, however, that details of the mortgage and security interest were filed by Applicant on
June 13, 2007 in Docket No. 2006-0042, which financial arrangements were approved by the Commission
in Decision and Order No. 23513, issued on June 27, 2007.



financial statements in lieu of an audited balance sheet required under HAR

§ 6-61-75(b)(1), provided that Applicant makes available for review all documentation
supporting its financial statements, including all accounting books and records. The
Commission also found, among other things, that the Application was complete and
properly filed under HRS § 269-16(f) and HAR § 6-61-88, with a completed application
filing date of date of July 17, 2009.

On September 14, 2009, Applicant filed a letter informing the Commission that,
pursuant to HRS § 269-12(c), Applicant's customers were notified of the public hearing
scheduled for September 21, 2009 in the subject docket by means of a customer notice
mailed on September 2, 2008. A copy of the customer notice was provided to the
Commission with said September 14, 2009 letter.

On September 21, 2009, pursuant to HRS §§ 269-12 and 269-16, a public
hearing was held at Kecnepoko Elementary School on the proposed rate increases
wherein the Commission heard oral testimony regarding the proposed rate increases.’

On October 8, 2009, the Parties filed a proposed Stipulated Procedural Order
setting forth their proposed issues, procedures and stipulated regulatory schedule to
govern the proceedings in the subject docket. The Stipulated Regulatory Schedule
("Regulatory Schedule”), attached as Exhibit “A” to the Stipulated Procedural Order,
provided for the submission of information requests (“IRs") and responses to IRs. In

addition, it provided for the submission of direct and rebuttal testimonies.

3 By letter dated September 24, 2009, the Commission provided the Parties with a full set of

written testimony and comments received al the public hearing and placed into the record by the
Commission.



On October 26, 2009, the Commission issued its Order adopting, without
modification, the proposed Stipulated Procedural Order, filed on October 8, 2009
(“Procedural Order”).

Pursuant to the Regulatory Schedule approved by the Procedural Order, the
Consumer Advocate submitted detailed formal discovery to obtain information
supportive of its independent investigation of the Application, and Applicant has
provided extensive responses to these discovery requests.4 Consistent with footnote 2
of the Regulatory Schedule, the Consumer Advocate formally filed its First Submission
of IRs (CA-IR-1 to 23) on October 9, 2009. Applicant formally filed a complete set of
responses to those IRs on October 16, 2009, and also formally filed its supplemental
responses to those IRs on the same date.

On October 27, 2009, based on information provided in the Application and
during the discovery process described above, the Consumer Advocate filed its written
Direct Testimony, Exhibits, and Workpapers (“Direct Testimony”), setting forth its
position on Applicant's requests as set forth in the Application.

By letter dated November 2, 2009, the Parties filed a Joint Request to

temporarily suspend Procedural Steps Nos. 7 to g° (“Joint Request"} as set forth in the

*  Consistent with the Regulatory Schedule approved by the Procedural Order, the Consumer

Advocate issued its First Submission of IRs on Applicant on September 25, 2009. Applicant provided the
Consumer Advocate with responses to these IRs within 14 days or no later than 21 days after issuance.
Specifically, by letter dated September 25, 2009, the Consumer Advocate submitted its first set of IRs
{CA-IR-1 through CA-IR-23) to Applicant. By letter dated October 9, 2009, Applicant submitted to the
Consumer Advocate its responses and/or preliminary responses to the first set of IRs. By ietter dated
October 12, 2009, Applicant submitted to the Consumer Advocate its supplemental responses to portions
of the first set of IRs (CA-IR-3, 17, and 22).

*  Procedural Steps Nos. 7 to 9 are, respectively, as follows: (1) HBWC's submission of IRs to
the Consumer Advocate by Monday, November 2, 2009; (2) the Consumer Advocate's responses to
HBWC's IRs by Monday, November 9, 2009; and (3) HBWC's rebuttal testimonies on Monday,
November 16, 2009.



Regulatory Schedule approved by the Procedural Order, pending completion of the
Parties’ settlement discussions. By letter dated November 10, 2009, the Commission
approved the Parties’ Joint Request.®

Because the Parties believed that the differences between the Consumer
Advocate's positions set forth in its Direct Testimony and Applicant’s requested amount
of rate relief could possibly be resolved through direct discussions, negotiations and the
provision of additional information, the Parties began such discussions. In doing so, the
Parties recognized that considerable time and expense could be saved and the
Commission’s review of the subject docket could be expedited if an agreement on all
issues could be reached between the Parties.

As a result of the various informal discussions and conference calis between the
Parties since the Consumer Advocate's filing of its Direct Testimony, the Parties have
been able to giobally resolve all issues in the subject docket and have agreed to enter
into this Stipulation rather than proceed with further discovery and the filing by Applicant
of Rebuttal Testimonies.’

Il. STATEMENT OF THE STIPULATED ISSUES
As set forth in the Procedural Order issued by the Commission, the issues in the

subject docket are as follows:

®  The Commission treated the Parties’ Joint Request as a motion for extension of time to

complete the procedural steps (“Motion") pursuant to HAR §§ 6-61-23 and 6-61-41.3, and upon a finding
of good cause granted the Motion.

T This Stipulation is being filed in compliance with Procedural Step No. 10 of the Regulatory
Schedule approved by the Procedural Order, and in lieu of Procedural Steps Nos. 7 to 9 of said
Regulatory Schedule. As a result, the Parties agree that their November 2, 2009 joint request to
temporarily suspend Procedural Steps Nos. 7 to 9 is no longer necessary and should, therefore, be
deemed moot.



1. Are HBWC's proposed rate increases reasonable?

a. Are the proposed tariffs, rates and charges just and reasonable?

b. Are the revenue forecasts for the January 1, 2010 through
December 31, 2010 Test Year ("Test Year") at present rates and
proposed rates reasonable?

C. Are the projected operating expenses for the Test Year
reasonable?

d. Is the projected rate base for the Test Year reasonable, and are
the properties included in the rate base used or useful for public
utility purposes?

e. Is the rate of return requested fair?

With respect to the above-stated issues in the subject docket, the Parties have
agreed to the various revenue and rate components and matters discussed in
Section Il (Stipulated Matters), and in that connection, have stipulated that each of the
above-stated issues should be answered in the affirmative based on the stipulated
matters and numbers further discussed below.

lll.  STIPULATED MATTERS IN GENERAL

The Parties have agreed that the following provisions of this Stipulation are
binding between them with respect to the resolution of the specific issues and matters
previously of disagreement in the subject docket. In all respects, it is understood and
agreed that the agreements evidenced in this Stipulation represent the Parties’
agreement to fully and finally resolve all issues in the subject docket on which they

previously had differences for the purpose of simplifying and expediting this proceeding,



and are not meant to be an admission by either of the Parties as to the acceptability or
permissibility of matters stipulated to herein. The Parties reserve their respective rights
to proffer, use and defend different positions, arguments, methodologies, or claims
regarding the matters stipulated to herein in other dockets or proceedings.
Furthermore, the Parties agree that nothing contained in this Stipulation shall be
deemed to, nor be interpreted to, set any type of precedent, or be used as evidence of
either Parties’ position in any future regulatory proceeding, except as necessary to
enforce this Stipulation.

LA, SUMMARY OF STIPULATION

Exhibits HBWC-A, HBWC-B and HBWC-C attached hereto show Applicant’s
revenue requirement, operating expenses, operating income, rate base and return on
rate base for the Test Year resulting from this Stipulation and identify adjustments and
explain each of the Parties’ changes.

As shown on Exhibit HBWC-A attached hereto, this Stipulation results in a
$230,502°% increase in Test Year revenues from present rates and a revenue
requirement for Applicant of $869,616. See Exhibit HBWC-A (page 1, line 37, column 1
and line 7, column 3, respectively). Page 1 of Exhibit HBWC-A also shows the
operating revenues, operating revenue deductions (i.e., operating expenses), rate base
and rate of return at present and proposed stipulated rates, respectively, that result

from the stipulation between the Parties.

8 The differences between some of the numbers in Exhibits HBWC-A, HBWC-B and HBWC-C

attached to the Stipulation are due to rounding differences in the methods of calculation and reconciling
certain operating revenues numbers. The revenue increase required of $230,502 is slightly different from
the revenue increase al proposed rates due to rounding in the calculation of revenue at proposed rates
which produces a revenue increase of $230,496 as shown on Exhibit HBWC-A (page 1, line 7, column 2).



As can be seen on Exhibit HBWC-A, page 1, the result of this Stipulation is to
allow Applicant an opportunity to seek a return of reasonable expenses and earn a
return on investment (i.e., net operating income). Once settlement was reached on the
operating expenses, rate base, and resulting revenue requirement mentioned above,
the Parties reached a settlement on rate design. See Section Ill.F. (Rate Design).
l.LB. REVENUE

As shown on line 7, column 3 of Exhibit HBWC 6 of the Application, Applicant
originally sought a Test Year revenue requirement of $949,434 in its Application. In its
Direct Testimony, the Consumer Advocate proposed a Test Year revenue requirement
amount of $855,084. See Exhibit CA-101 (line 7, column 3) of the Consumer
Advocate’s Direct Testimony ("CA-T-1"). As set forth on page 1 of Exhibit HBWC-A
attached hereto, the Parties settled on a Test Year revenue requirement amount of
$869,616 (line 7, column 3) [consisting of $758,929 in total operating expenses,
depreciation and taxes (line 29, column 3) plus $110,687 in operating income after
income taxes (line 30, column 3}, based on an 8.3% stipulated rate of return (line 32,
column 3 and line 33, column 1) on the stipulated average rate base amount of
$1,333,594 (line 31, columns 1 and 3)]. See Section IIl.E. (Rate of Return) below for a
discussion of the 8.3% stipulated rate of return. This results in a required revenue
increase of $230,502 or approximately 36.066%, from revenues at present rates. See
Exhibit HBWC-A (page 1, line 37, column 1 and line 38, column 2, respectively).

In deriving the Test Year proposed increase in revenues from present rates

needed to meet the stipulated revenue requirement of $869,616, the Parties were first



required to determine the Test Year revenues at present rates, as discussed further
below.

1. Revenues at Present Rates.

As shown on line 7, column 1 of Exhibit HBWC 6 of the Application, Applicant
projected total Test Year revenue at present rates in the amount of $639,132,
consisting of revenues for water service provided to Applicant’s customers based on a
flat monthly water rate of $48.06 and a water usage charge. The flat monthly rate is
adjusted based on an electric power cost adjustment clause (Exhibit HBWC 4, page 2).

In its Direct Testimony, the Consumer Advocate recommended a total Test Year
revenue amount at present rates of $639,120. See CA-T-1 (pages 6 to 11) fora
discussion of the Consumer Advocate's adjustments; see also Exhibit CA-101 (line 7,
column 1) of CA-T-1.

a. Projected Customer Count for Test Year.

In its Application, Applicant proposed a projected count of 1,105 customers at
December 31, 2010, with an average customer count of 1,103 for the Test Year. See
Exhibit HBWC 11 (lines 14 and 15, column 2) of the Application. To determine the
average customer count for the Test Year, Applicant started with the actual number of
customers at June 30, 2009 (i.e., 1,100 customers) and included five additional new
customers it believes will require service from July 1, 2009 through December 31,
2010.% In its Direct Testimony, the Consumer Advocate did not object to nor
recommend any adjustments to this customer count after reviewing the data provided

by the Applicant and information from real estate websites. See CA-T-1 (page 7). As a

#  See Exhibit HBWC 11 of the Application.

10



result, the Parties have agreed to a projected customer count of 1,103 for the Test
Year. See Exhibit HBWC-A (page 9, line 15, column 2).
b. Customer Water Usage Revenue for the Test Year

With respect to Applicant’s Test Year usage revenue at present rates, Applicant
utilized forecasted water usage for the Test Year of approximately 7,918,000 gallons
per month {(“gpm"), which is based on the actual water usage for each of its customers
for the months March 2009 through July 2009. See Exhibit HBWC 11 (line 15,
column 3) of the Application. In its last rate case, Applicant indicated that it would
initiate a meter installation program to convert from a flat rate system to a volumetric
rate system. Applicant was required to file a new rate proceeding on the earlier of (a)
six (6) months after it completed its meter installation program or {b) when sufficient
data was available for Applicant to propose and support a rate design that included a
volumetric rate component. See Proposed Decision & Order No. 23423, filed on May 8,
2007, in Docket No. 2006-0442.

Since its last rate case, the installation of new water meters, as well as the
replacement of some of the old meters has resulted in meter reading data beginning in
June 2008. During this period, Applicant discovered a fairly large number of leaks in
the water system, the vast majority of which occurred on the customers' side of the
meter. For those customers with suspected leaks, Applicant attempted to work closely
with them to get the leaks repaired. While it took some time to get customers to repair

their leaks, Applicant was not successful in getting all of them to undertake the expense

11



of repairing their water lines.'® The Consumer Advocate expressed concern with using
only four months of water data (i.e., March to June 2009) as the base monthly water
usage, and therefore recommended using instead the most recent twelve-month meter
readings from October 2008 through September 2009 to determine average monthly
water consumption for each customer. See CA-T-1 (page 10). The Consumer
Advocate noted: (1) Applicant's four months of data does not take into account
seasonal changes as it relates to rain levels and may not be a reasonable basis for
developing normalized estimates; (2) in general, the meter readings from July 2008
through June 2009 do not have unusually high readings and can be used to determine
Test Year water usage; and (3) water consumption of several customer accounts
appear to decrease significantly, which could be related to the repair of leaks. As such,
the Consumer Advocate contended that utilizing data from the October 2008 through
September 2009 timeframe would take into account the seasonal rain levels and the
recent customer repairs to address leaks. Further, the Consumer Advocate noted that
while it still had concerns regarding using only one year of meter reading data, because
several of Applicant's customers were in the process of repairing leaks associated with
their pipes and because Applicant planned to file another rate application based on
additional water consumption data, it believed that use of this data was the most
reasonable at this time. Applying this analysis, the Consumer Advocate recommended
water consumption for the Test Year of approximately 8,722,300 gpm. See CA-T-1

(page 10); see also Exhibit CA-107 of CA-T-1.

'®  Several customers indicated that because of cost, they would not make any repairs to their

lines until the Commission approved volumetric rates and the Applicant started charging those rates.
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During settlement discussions, Applicant disagreed with the Consumer
Advocate's use of 9,722,300 gpm for purposes of determining Test Year monthly water
consumption on the basis that it: (1) overstated actual current usage for several
customers who have taken action in recent months to substantially reduce their water
usage,; (2) did not recognize the fact that many customers have acknowledged leaks in
their service lines which are causing excess water usage, but have stated they do not
intend to repair these leaks until the volumetric rates based on water usage become
effective; and (3) did not take into account the reduced usage that wil! likely occur from
conservation efforts by customers as a result of the implementation of volumetric rates
and the increase in customers' monthly bills from the imposition of use-based charges.
Applicant strongly believed that these three elements would resuit in a substantial
reduction in monthly customer usage, and, in turn, in the revenue it would receive once
the usage-based rates went into effect. In lieu of adopting the Consumer Advocate's
proposed amount, Applicant provided additional usage information to support reduction
of the Consumer Advocate's proposed usage projection related to five specific high
usage customers. Based on the additional data provided by Applicant, the Consumer
Advocate agreed to adjust the usage for two of the five customers proposed by
Applicant. Each of the two customers and the resulting settlement reached amongst
the Parties regarding these customers’ monthly water usage is separately discussed
below:

(1) Customer #3-0023-0 — A significant leak on the customer's

side of the meter was fixed by the customer in the middle of

September 2009, which reduced the meter reading for the

13



(2)

month of September by approximately one-half. The October
meter reading confirmed that the leak was repaired, and a
separate reading in the month of November confirmed the
reduction in water usage. As the recent meter readings are
significantly less than the limited historical usage for this
customer, this appears to confirm the repair of the leak. While
the amount of data after the leak repair is limited, it is
reasonable to expect some decrease in usage. Thus, for the
purposes of settlement, the Consumer Advocate agreed to
use the new usage data as the basis for the monthly use for
this customer.

Customer #3-0557-0 — This customer's meter, which was

installed in the mid 1990s, was first read in December 2008
with an initial reading of approximately 1,327,800 gallons.
Subsequent meter readings showed a nine-month average
monthly usage of approximately 31,000 gallons. In calculating
the average monthly usage for this customer, the Consumer
Advocate inadvertently included the initial reading of
1,327,800 gallons for the month of December 2008. After
confirming the above, the Consumer Advocate agreed to use
the nine months of meter readings and accepted an average

monthly usage of 30,916 gpm for this customer.
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Upon review of the above two settlement adjustments to the average monthly
water usage for each of the customers, the Consumer Advocate accepted for
settlement purposes Test Year monthly customer water usage total of 9,264,100 gpm.
While Applicant believes that overall water usage will continue to trend lower once all
customer leaks are repaired and the impact of the implementation of volumetric rates
take effect, Applicant nevertheless accepted that monthly usage for settlement. As a
result, the Parties have agreed to adopt an average monthly customer water usage
amount of 9,264,100 gpm for the Test Year. See Exhibit HBWC-A (page 9, line 15,
column 3).

C. Total Revenues at Present Rates.

Based upon the Parties’ stipulated projected customer count, the Parties have
agreed to a total Test Year revenue amount at present rates of $639,120. See Exhibit
HBWC-A (page 1, line 7, column 1 and page 9, line 17, column 3). Because
Applicant's existing rates reflect only a flat monthly charge and it would be
implementing usage-based rates, the Parties also agreed to the average monthly water
usage of 9,264,100 gpm for use in establishing the usage-hased portion of the
proposed rates as reflected on Exhibit HBWC-A (page 9, line 15, column 3).

Nl.C. OPERATING EXPENSES

Applicant's operating expenses, as set forth in the Application, consist generally
of the following categories: (1) purchased electricity; (2) salaries and wages, and
related payroll taxes and employee benefits; (3) accounting services; (4) insurance;
(5) auto and truck expense; (6) postage; (7) legal and professional expenses;

(8) communications; (9) office supplies expense; (10) rate case amortization; (11) repair

15



and maintenance; (12) capitalized non-payroll expenses; (13) taxes; (14) depreciation,
and (15) amortization of CIAC.

In its Application, Applicant proposed total operating and maintenance ("O&M")
expenses in the Test Year of $584,627 at present and proposed rates. See Exhibit
HBWC 6 (line 23, column 1 and 3, respectively) of the Application. The Consumer
Advocate noted that of the fifteen line items comprising the total, seven of the items
accounted for 97.5% of the total projected expenses. See CA-T-1 (page 13). In fact,
four items (salaries and wages, payroll taxes and employee benefits; electricity expense
and rate case expense) comprised 83.1% of total O&M expenses. As such, the
Consumer Advocate focused its analysis on the largest expenses. See CA-T-1
(pages 13-22). Based on its analysis, the Consumer Advocate proposed total Test
Year O&M expenses of $552,858. See CA-101 (line 23, columns 1 and 3) of CA-T-1.

After conducting its review and analysis of Applicant's expenses, the Consumer
Advocate made certain adjustments to Applicant's O&M expense items contained within
the Application for various reasons. See CA-T-1 (pages 12-38) for a discussion of the
Consumer Advocate's adjustments and Exhibit CA-101 of CA-T-1 for a listing of
adjusted expense items. As set forth on Exhibit HBWC-A attached hereto, the Parties
have agreed on an amount of $552,858 for Applicant's Test Year total O&M expenses
at present and proposed rates. See Exhibit HBWC-A (page 1, line 23, columns 1
and 3). A discussion of each of the O&M expense items for Applicant’s water
operations and the agreement reached between the Parties on each of these expense

items follows:

16



1. Electricity Expense.

In its Application, Applicant proposed a total Test Year expense amount for
purchased electricity of $104,400. See Exhibit HBWC 6 (line 8, column 1) and Exhibit
HBWC 10.3 (line 7, column 7) of the Application. The electricity expense represents
the expense borne by Applicant to operate the two well pumps and related components
on Applicant’s system. As noted in Exhibit HBWC 10.3 of the Application, the total Test
Year expense amount for purchased electricity of $104,400 is wholly comprised of
pumping electricity expense, and is calculated using Applicant's average monthly
kilowatt hours (“"kWh"} of 30,000 kWh for the well pump multiplied by the average kWh
rate for the months of January through June 2008. See Exhibit HBWC 10.3 of the
Application.

In its Direct Testimony, the Consumer Advocate noted that Applicant’s average
monthly kWh was not based on historical data, and acknowledged Applicant’s stated
concerns with using historical data due to the following: (1) decreased average
electricity usage since 2007, due to decreased water consumption from fixed leaks;

(2) use of a generator during a six-week period when the new electric facilities and well
were being completed; and (3) decreased future electricity usage due to efficiency
associated with operation of the new well. See CA-T-1 (pages 13-15). Based on these
concerns, the Consumer Advocate recognized that it would be difficult to determine
Test Year electricity usage based solely on historical data, and because a comparison
of Applicant’s estimated kWh usage with electricity usage for the three-month period of
July to September 2009 resulted in a monthly average 30,352 kWh, the Consumer

Advocate concluded that Applicant's kWh estimate did not appear to be unreasonable.
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See CA-T-1 (page 15). Accordingly, the Consumer Advocate did not object to nor
recommend any adjustment to Applicant’'s purchased electricity expense.

As a result, the Parties agreed upon a total Test Year amount for purchased
electricity of $104,400. See Exhibit HBWC-A (page 1, line 8, column 3).

2, Salaries and Wages, and Related Payroll Taxes and Benefits.

In its Application, Applicant proposed Test Year expenses of $228,032 for
salaries and wages (HBWC 10.1, line 10, column 7), and $57,391 for related payroll
taxes and employee benefits (HBWC 10.2, line 35, column 7) (totaling $285,423).
See Exhibit HBWC 6 (column 3, lines 9 and 10, respectively) of the Application.

In its Direct Testimony, the Consumer Advocate proposed a total Test Year
amount of $279,854 for salaries and wages and related payroll taxes and employee
benefits. See Exhibit CA-106 of CA-T-1. The Consumer Advocate contended that, in
general, Applicant’s salaries and wages appeared to be reasonable and at
compensation levels that were comparable to other Hawaii workers in their occupational
class. See CA-T-1 (pages 16-17). However, the Consumer Advocate contended that
based on current economic conditions Applicant's proposed three percent wage
increase on January 1, 2010 did not seem reasonable, especially given that a wage
increase had only recently gone into effect on July 1, 2009. See CA-T-1 (pages 17-18).
As a result, the Consumer Advocate recommended disallowing the January 1, 2010
wage increase. In so recommending, the Consumer Advocate noted that it had also
considered disallowing the July 1, 2009 wage increase, but determined that because
the wage increase was the first in four years and the employee compensations

appeared comparable to the compensations of other Hawaii workers, the first pay
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increase in July 1, 2009 seemed reasonable. See CA-T-1 (page 18). Based on the
above adjustment to disallow the January 1, 2010 wage increase and the adjustments
to payroll taxes and employee benefits that result from the same, the Consumer
Advocate proposed a Test Year expense amount of $222,477 for salaries and wages,
and $57,377 for related payroll taxes and employee benefits. See Exhibit CA-106
{page 1, line 10, column 4 and page 2, line 35, column 7, respectively) of CA-T-1.

Applicant agreed for settlement purposes to forego including the wage increase
for January 1, 2010 and accepted the Consumer Advocate's proposed adjustment to
salaries and wages and adjustment to payroll taxes associated with disallowing the
wage increase. As a result, the Parties have agreed to a total Test Year expense
amount for salaries and wages, and related payroll taxes and employee benefits of
$279,854. See HBWC-A (page 1, lines 9 and 10, column 3).

3. Accounting Services.

In its Application, Applicant proposed a Test Year expense amount for
accounting services of $14,000. See Exhibit HBWC 6 (line 11, column 3) and Exhibit
HBWC 10.4 {line 5, column 7) of the Application. Accounting expenses represent the
cost of services provided to Applicant by an outside accountant for the preparation of
quarterly financial statements as required by Applicant’s lenders, as well as preparation
of annual reports, tax returns and related depreciation and other tax-related documents.
See Exhibit HBWC-T-100 (page 31) of the Application.

In its Direct Testimony, the Consumer Advocate did not object to nor recommend

any adjustments to this amount. See Exhibit CA-101 (line 11, column 3) of CA-T-1. As
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a result, the Parties have agreed to a Test Year expense amount for accounting
services of $14,000. See Exhibit HBWC-A (page 1, line 11, column 3).

4, insurance.

In its Application, Applicant proposed a Test Year expense amount for insurance
of $31,604. See Exhibit HBWC 6 (line 12, column 3) and Exhibit HBWC 10.5 (line 7,
column 7} of the Application. As set forth in its Application, Applicant increased the
current annual policy premiums for each coverage type by 5.0 percent over the 2009
premiums to reflect an anticipated increase in these costs. See HBWC-T-100
(pages 31-32) of the Application.

In its Direct Testimony, the Consurmer Advocate did not object to nor recommend
any adjustments to this amount. See Exhibit CA-101 (line 11, column 3) of CA-T-1. As
a result, the Parties have agreed to a Test Year expense amount for insurance of
$31,604. See Exhibit HBWC-A (page 1, line 12, column 3).

5. Auto and Truck Expenses.

In its Application, Applicant proposed a Test Year expense amount for auto and
truck expense of $15,000. See Exhibit HBWC 6 (line 13, column 3) and Exhibit
HBWC 10.6 (line 8, column 7) of the Application. Applicant indicated that the
capitalized portion of these expenses were included in the non-payroll expenses
capitalized (Exhibit HBWC 10.13 of the Application), and further, represented that it
believed that $15,000 was a reasonable amount for this expense because the
non-capital portion of this expense amount is expected to increase in the Test Year due
to monthly meter readings being required. See HBWC-T-100 (page 32) of the

Application.
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In its Direct Testimony, the Consumer Advocate did not object to nor recommend
any adjustments to this amount. See Exhibit CA-101 (line 13, column 3) of CA-T-1. As
a result, the Parties have agreed to a Test Year auto and truck expense amount of
$15,000. See Exhibit HBWC-A (page 1, line 13, column 3).

6. Postage.

In its Application, Applicant proposed a Test Year expense amount for postage
of $6,000. See Exhibit HBWC 6 (line 14, column 3} and Exhibit HBWC 10.7 (line 6,
column 7) of the Application. The expense represents the estimated cost of postage for
mailing out the monthly bills and other information to customers. In its Direct
Testimony, the Consumer Advocate did not object to nor recommend any adjustments
to this amount. See Exhibit CA-101 (line 14, column 3) of CA-T-1. As a result, the
Parties have agreed to a Test Year expense amount for postage of $6,000. See Exhibit
HBWC-A (page 1, line 14, column 3).

7. Legal and Professional Services.

In its Application, Applicant proposed a Test Year expense amount for legal and
professional services of $2,000. This expense represents the estimated cost of
non-rate case legal and professional services Applicant utilizes. See Exhibit HBWC 6
{line 15, column 3) and Exhibit HBWC 10.8 (line 6, column 7) of the Application. The
Consumer Advocate did not object to nor recommend any adjustments to this amount
in its Direct Testimony. See Exhibit CA-101 (line 15, column 3) of CA-T-1. As a resuit,
the Parties have agreed to a Test Year expense amount for legal and professional

services of $2,000. See Exhibit HBWC-A (page 1, line 15, column 3).
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8. Communications.

In its Application, Applicant proposed a Test Year expense for communications
in the amount of $6,400. See Exhibit HBWC 6 (line 16, column 3) and Exhibit
HBWC 10.9 (line 6, column 7) of the Application. As noted in Exhibit HBWC 10.9 of the
Application, the communications expense is comprised of expenses related to the
telephone (landline, wireless, and intermnet) and answering services.

The Consumer Advocate did not object to nor recommend any adjustments to
this amount in its Direct Testimony. See Exhibit CA-101 (line 16, column 3) of CA-T-1.
As a result, the Parties have agreed to a Test Year communications expense amount of
$6,400. See Exhibit HBWC-A (page 1, line 16, column 3).

9. Office and Supplies Expense.

In its Application, Applicant proposed a Test Year expense amount for office and
supplies expense of $23,400. See Exhibit HBWC 6 (line 17, column 3) and Exhibit
HBWC 10.10 (line 10, column 7) of the Application. As noted in the Testimony of
Robert L. O'Brien, office and supplies expense charges include expenses for office
supplies, office electric, bank charges (i.e., fixed and per use charges incurred for
accepting credit card payments), and data processing expenses. See HBWC-T-100
{(pages 32-33) of the Application.

The Consumer Advocate did not object to nor recommend any adjustments to
this amount in its Direct Testimony. See Exhibit CA-101 (line 17, column 3) of CA-T-1.
As a result, the Parties have agreed to a Test Year expense amount for office and

supplies expense of $23,400. See Exhibit HBWC-A (page 1, line 17, column 3).
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10. Rate Case Amortization.

In its Application, Applicant proposed an estimated total rate case expense of
$192,000. See Exhibit HBWC 10.11 (line 19, column 2) of the Application. This
amount represented the total regulatory expense projected to be incurred to complete
the different phases of the rate case proceeding (e.g., preparation and filing of
Application, discovery and settlement, and hearings and briefing). See Exhibit
HBWC 10.11 of the Application. Applicant proposed a Test Year rate case expense of
$96,000, which is based on the estimated total rate case expense of $192,000, which
would be amortized over a two-year period. See Exhibit HBWC 6 (line 18, column 3).

In its Direct Testimony, the Consumer Advocate proposed a Test Year expense
amount for rate case amortization of $69,800, by making several adjustments to
remove certain expenses. See Exhibit CA-101 (line 18, column 3) and Exhibit CA-106
of CA-T-1.

a. Preparation and Filing.

First, with regard to the preparation and filing phase of the proceeding, the
Consumer Advocate proposed a downward adjustment to $64,600 to reflect, as
indicated in the response to CA-IR-17(a), the actual costs incurred in this phase of the
proceeding, which was lower than Applicant's estimate of $72,000. See CA-T-1
(page 19) and Exhibit CA-106 (line 5, column 2) of CA-T-1. During settlement
discussions, Applicant accepted the Consumer Advocate's proposal to adjust the
expenses for this phase to reflect actual costs. As a result, the Parties have agreed to
a Test Year expense amount for the preparation and filing phase of $64,600. See

Exhibit HBWC-A (page 8, line 5, column 2).
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b. Discovery and Settlement.

With regard to Applicant's estimated discovery and settlement expenses, the
Consumer Advocate proposed to remove the costs associated with travel and other
non-labor costs (i.e., $2,000) for this phase of the proceeding. See CA-T-1
(pages 19-20) and Exhibit CA-106 (lines 8 and 9, column 2) of CA-T-1. The Consumer
Advocate proposed to remove these two cost items because: (1) these costs were not
necessary for the preparation and filing phase of the proceeding; and (2) the work
associated with this phase can be done through telephone conference calls and
electronic media, thereby eliminating the need to travel to respond to discovery. See
CA-T-1 (pages 19-20). During settlement discussions, Applicant accepted the
Consumer Advocate's adjustment to remove the travel and other non-labor cost items
associated with the discovery and settlement phase of the proceeding. As a result, the
Parties have agreed to a Test Year expense amount of $0 for travel and other
non-labor costs associated with this phase of the proceeding, and thus, a Test Year
expense amount for the discovery and settlement phase of $75,000. See Exhibit
HBWC-A (page 8, line 10, column 2).

c. Hearings and Briefing.

Finally, the Consumer Advocate proposed to remove all of the costs associated
with the hearings and briefing phase of the proceeding (i.e., $43,000). See CA-T-1
(pages 20-21) and Exhibit CA-106 (line 15, column 2) of CA-T-1. The Consumer
Advocate noted that an evidentiary hearing would only be required if Applicant did not
accept the proposed decision and order. As a result, the Consumer Advocate

contended that the costs associated with the evidentiary hearing and preparation of
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post hearing briefs should be removed from the Test Year rate case expense and
resulting amortization, since such costs will not be incurred in the event of a global
settlement and in the absence of an evidentiary hearing. The Consumer Advocate
provided that if Applicant ultimately objected to the proposed decision and order, a
contested schedule would be established and the projected rate case could then be
adjusted to include some level of cost for the hearing and briefing phase. See CA-T-1
(pages 20-21). During settlement discussions, Applicant accepted the Consumer
Advocate's adjustment to remove all of the costs associated with this phase of the
proceeding. As a result, the Parties have agreed to a Test Year expense amount for
the hearings and briefing phase of the proceeding of $0. See Exhibit HBWC-A (page 8,
line 15, column 2).

d. Amortization Period.

As noted above, Applicant proposed a two year amortization of the total rate
case expense. The Consumer Advocate indicated that because a two-year period
would allow Applicant to record additional customer water consumption data, it would
not take issue with and was willing to accept the two-year amortization period proposed
by Applicant. See CA-T-1 (pages 21-22); see also Exhibit HBWC-A (page 8, line 18,
column 2).

e. Total Rate Case Amortization.

As a result of the agreed-upon adjustments described above, the Parties have
agreed to a Test Year expense amount for rate case amortization of $68,800. See

Exhibit HBWC-A (page 1, line 18, column 3 and page 8, line 19, column 2).
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11. Repair and Maintenance.

In its Application, Applicant proposed a Test Year expense amount for repair and
maintenance of $4,400. See Exhibit HBWC 6 (line 19, column 3) and Exhibit
HBWC 10.12 (line 8, column 7) of the Application. In its Direct Testimony, the
Consumer Advocate did not object to nor recommend any adjustments to this amount.
See Exhibit CA-101 (line 19, column 3) of CA-T-1. As a result, the Parties have agreed
to a Test Year expense amount for repair and maintenance of $4,400. See Exhibit
HBWC-A (page 1, line 19, column 3).

12. Capitalized Non-Payroll Expense.

In its Application, Applicant proposed a Test Year expense for non-payroll and
benefits expenses that were capitalized in the amount of ($4,000). See Exhibit
HBWC 6 (line 21, column 3) and Exhibit HBWC 10.13 (line 2, column 7) of the
Application. As noted in the testimony of Mr. O'Brien, these expenses include
transportation, office supplies, and repair and maintenance, which are estimated based
on ratios and are related mainly to the installation of meters and meter boxes. See
HBWC-T-100 (page 35) of the Application. Applicant anticipates a significant reduction
in these capitalized expenses as meter installations have basically been completed,
although some meter work is still expected in 2010. In addition, flushing valves and
other equipment will be installed on the distribution system.

In its Direct Testimony, the Consumer Advocate did not object to nor recommend
any adjustments to this amount. See Exhibit CA-101 (line 21, column 3) of CA-T-1. As
a result, the Parties have agreed to a Test Year expense amount of ($4,000) for

capitalized non-payroll expense. See Exhibit HBWC-A {page 1, line 21, column 3).
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13. Taxes.

a. Taxes — Other Than Income.

Applicant's taxes other than income taxes ("TOTIT"), consists of. (1) the State
Public Service Company Tax, which is calculated at 5.885% of revenues; and (2) the
State Public Utility Fee, which is calculated at 0.500% of revenues. In its Application,
Applicant estimated the combined TOTIT at $40,808 for present rates and $60,621 for
proposed rates. See Exhibit HBWC 6 (line 24, columns 1 and 3) and Exhibit HBWC 8
(line 7, columns 4 and 5, respectively) of the Application. Because the Consumer
Advocate recommended a different revenue requirement, its estimate of the proposed
TOTIT at proposed rates was $54,597. See Exhibit CA-101 (line 24, column 3) of
CA-T-1.

The Parties were in agreement as to the methodology and tax rates to be used
to calculate the Test Year taxes TOTIT. As stated, the difference between the Parties
on their TOTIT projection at proposed rates resulted from the differing revenue
requirement recommendations. As a result of the Parties’ stipulation on the revenue
requirement, the Parties have correspondingly agreed upon the TOTIT amount of
$55,521 at proposed rates for the Test Year. See Exhibit HBWC-A, page 1 (line 24,
column 3) and page 4 (line 10, column 5) attached hereto.

b. Income Taxes.

The Parties were also in agreement as to the methodology and tax rates to be
used to calculate the Test Year expense amount for income taxes. Any differences
between the Parties' income tax projections similarly resulted from their differing

revenue requirement projections. See Exhibit HBWC 6 (line 27, columns 1 and 3) of
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the Application and Exhibit CA-101 (line 27, columns 1 and 3) of CA-T-1. As a result of
their agreement on Applicant’s revenue requirement, the Parties have agreed on an
income tax amount of $52,501 at proposed rates for the Test Year. See Exhibit
HBWC-A, page 1 (line 27, column 3) and page 3 (line 23, column 7) attached hereto.

14. Depreciation.

In its Application, Applicant proposed a Test Year expense amount for
depreciation of $118,237. See Exhibit HBWC 6 (line 25, column 3) of the Application.
In its Direct Testimony, the Consumer Advocate expressed concern with the
depreciation rates for the plant items described as Wells and Reservoirs & Tanks.
Specifically, the Consumer Advocated proposed that the depreciation rate for the well
portion of these plants items (which totaled approximately $637,055 in total cost) be
adjusted from 0.05 (i.e., 20 years) to a rate of 0.0250 (i.e., 40 years) to reflect a longer
estimated service life as originally estimated in Docket No. 2006-0442. See CA-T-1
{page 27) and Exhibit CA-105 (page 5, lines 4 and 12, column 4) of CA-T-1. Based on
its proposed adjustment to the depreciation rates for these plant items, the Consumer
Advocate proposed an adjusted Test Year depreciation expense amount of $100,810.
See Exhibit CA-101 (line 25, column 3) of CA-T-1.

During settlement discussions, Applicant provided an itemization of the
equipment included in well costs (i.e., $697,055) and proposed to separate the plant
items into various plant categories. Based on the information provided in settlement,
Applicant and the Consumer Advocate agreed to break out the components of the
Wells and Reservoirs & Tanks plant items into five plant categories, including

Structures, Wells, Piping, Pumping Equipment, and Storage. As a result, the Parties
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have agreed upon a Test Year amount for depreciation expense of $110,623. See
Exhibit HBWC-A (page 1, line 25, column 3); see also Exhibit HBWC-B (page 6,
column 1) for the agreed-upon distribution of plant item components and the
depreciation rates utilized for each component.’

15. Amortization of Contributions in Aid of Construction (“CIAC").

In its Application, Applicant proposed a Test Year expense amount for
amortization of CIAC of ($5,703). See Exhibit HBWC 6 (line 26, column 3) of the
Application. In its Direct Testimony, the Consumer Advocate proposed a Test Year
expense amount for amortization of CIAC of ($12,573). See CA-101 (line 26, column 3)
of CA-T-1. The difference between the Parties’ respective amounts was due to the
Consumer Advocate’s proposed adjustment to increase the CIAC amount to be
deducted from rate base to include CIAC payments received since the Applicant's last
rate case, which the Applicant had incorrectly classified as revenue. This adjustment
was accepted by Applicant and is discussed further in Section 1ll.D.6. As a result, the
Parties agreed to adjust the Test Year expense amount for amortization of CIAC to
($12,573). See Exhibit HBWC-A (page 1, line 26, column 3).

I.D. RATE BASE

Exhibit HBWC-B (pages 1-2) attached hereto sets forth the Parties’ agreed-upon
average rate base calculations for Applicant's Test Year. In general, Applicant's rate
base consists of its net plant-in-service (i.e., plant-in-service minus accumulated

depreciation), less accumulated deferred income taxes ("ADIT"), unamortized Hawaii

"' 1t should be noted that although categorization of the various plant components was changed

to reflect the appropriate depreciation lives, the plant-in-service tolal costs of $1,815,978 remained
unchanged.

29



Capital General Excise Tax Credit ("HCGETC"), customer deposits and CIAC, plus
working cash. As set forth on page 1 of Exhibit HBWC-B (line 14, column 3), as a
result of this Stipulation, the Parties have agreed upon a Test Year average rate base
of $1,333,594. See also Exhibit HBWC-A (page 1, line 31, columns 1 and 3). In doing
so, the Parties came to a stipulated agreement on each of the rate base components
discussed below:

1. Net Plant-in-Service.

Exhibit HBWC-B (page 1, line 3, column 3} attached hereto shows the average
Test Year net utility plant-in-service amount resulting from this Stipulation. As set forth
therein, the Parties have agreed for purposes of settlement to an end-of-year 2009 net
plant-in-service amount of $1,535,759 (line 3, column 1) and an end-of-year 2010 net
plant-in-service amount of $1,467,399 (line 3, column 2). Mathematically, the two totals
are added together and divided by two to derive an average 2010 Test Year net
plant-in-service amount of $1,501,579 (line 3, column 3). A discussion of the
components of Applicant’s net plant-in-service follows:

a. Plant-in-Service.

As shown in Exhibit HBWC 9 of its Application, Applicant’s end-of-year 2009
plant-in-service amount was $1,873,716 (line 1, column 1) and end-of-year 2010
plant-in-service amount was $1,915,979 (line 1, column 2), resulting in an average Test
Year plant-in-service amount of $1 ,894,848.'% In its Direct Testimony, the Consumer

Advocate did not object to nor recommend any adjustments to Applicant's

2" This amount was calculated by taking the average of the plant-in-service at the end of

December 31, 2009 (i.e., $1,873,716) and 2010 (i.e., $1,915,979) as shown on Exhibit HBWC @ (line 1,
columns 1 and 2) of the Application.
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plant-in-service amounts. As a result, the Parties have agreed to an average Test Year
plant-in-service amount of $1,894,847."° See HBWC-B (page 1, line 1, column 3).
b. Accumulated Depreciation.

As shown in Exhibit HBWC 9 of its Application, Applicant's end-of-year 2009
accumulated depreciation amount was $341,764 (line 2, column 1) and end-of-year
2010 accumulated depreciation amount was $460,001 (line 2, column 2), resuiting in an
average Test Year accumulated depreciation amount of $400,883."* In Exhibit CA-105
of CA-T-1, the Consumer Advocate recommended an end-of-year 2009 accumulated
depreciation amount of $333,051 (page 1, line 2, column 1) and end-of-year 2010
accumulated depreciation amount of $433,861 (page 1, line 2, column 2), resulting in
an average Test Year accumulated depreciation amount of $383,456 (page 1, line 2,
column 3). The differences between the Parties’ respective amounts were the result of
the Consumer Advocate's proposed adjustments to Applicant's Test Year amount for
depreciation expense. As discussed further above in Section |11.C.14, the Parties
agreed to an adjusted Test Year depreciation expense amount.

Exhibit HBWC-B (page 1, line 4, column 2) correctly reflects the corresponding
adjustment to accumulated depreciation expense that results from the Parties’
stipulated depreciation expense amount. As a result, the Parties have agreed to an
average Test Year accumulated depreciation amount of $393,268. See Exhibit

HBWC-B (page 1, line 2, column 3).

¥ The difference between the proposed and stipulated average Test Year plant-in-service

amounts is due to rounding differences.

™ This amount was calculated by adding the accumulated depreciation at the end of December
31, 2009 (i.e., $341,764) and 2010 (i.e., $460,001) as shown on Exhibit HBWC 9 (line 2, columns 1 and 2)
of the Application and dividing the resulting sum by two.
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2. Excess Capacity.

Applicant did not propose an excess capacity factor in its Application. While the
Consumer Advocate in its Direct Testimony similarly did not propose an excess
capacity factor, it expressed a concern regarding its uncertainties of what level of
Applicant’s plant facilities may not be used and useful during the Test Year. See
CA-T-1 (pages 26-27). Specifically, the Consumer Advocate stated that based on the
maximum daily demand of the system in addition to the required fire flow as compared
to the capacity of the distribution system as calculated by the County of Hawaii
Department of Water, it appeared that approximately 16.44% of Applicant’s well,
pumping, water treatment facilities and associated structures may be deemed as
excess. See CA-105 (page 10) of CA-T-1. Further, the Consumer Advocate noted that
it was uncertain what the recommended fire flow was for the system, and
recommended that Applicant provide fire flow information to it and the Commission for
an assessment of whether there is excess capacity on Applicant's system.

During settiement discussions, Appiicant informed the Consumer Advocate that it
has not been successful in receiving a determination from the local fire department of
the fire flow requirement for Applicant's system. In addition, Applicant contended that it
did not believe there was excess capacity in its water supply given that the 16.44%
calculated by the Consumer Advocate was well within planning purposes. Although
Applicant has not been able to provide the fire flow information, based on the excess
capacity factor calculated on the maximum daily demand alone, the Consumer
Advocate agreed for settlement purposes to withdraw its issue related to excess

capacity in the instant rate proceeding. However, the Consumer Advocate reserves its
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right to address this issue in future rate proceedings based on current water usage data
information, and the Applicant agrees to commit to keeping appropriate detailed records
to facilitate any excess capacity analysis.

3. Accumulated Deferred Income Taxes (“ADIT").

ADIT is the difference in income tax liability computed for financial statement
purposes versus income tax return purposes. As shown on Exhibit HBWC g of the
Application (line 4), Applicant's end-of-year 2009 ADIT amount was $26,806 (column 1)
and end-of-year 2010 ADIT amount was $27,401 (column 2), resulting in an average
Test Year ADIT amount of $27,104."® In its Direct Testimony, the Consumer Advocate
proposed an end-of-year 2009 ADIT amount of $22,170 (line 4, column 1) and
end-of-year 2010 ADIT amount was $26,999 (line 4, column 2}, resulting in an average
Test Year ADIT amount of $24,585 (line 4, column 3). See Exhibit CA-105 (page 1) of
CA-T-1. The differences between the Parties’ respective amounts were the result of
the Consumer Advocate’'s proposed adjustments to Applicant's Test Year expense
amount for depreciation and a small difference in the effective composite income tax
rate used in the calculation of the ADIT. As discussed further above in Section 111.C.14,
the Parties agreed to an adjusted Test Year depreciation expense amount.

Exhibit HBWC-B (page 1, line 4, column 3) correctly reflects the corresponding
adjustment to ADIT that results from the Parties’ stipulated depreciation expense

amount. As a result, the Parties have agreed to an average Test Year ADIT amount of

> This amount was calculated by taking the average of the ADIT at the end of December 31,
2009 (i.e., $26,806) and 2010 (i.e., $27,401) as shown on Exhibit HBWC 9 (line 4, columns 1 and 2) of the
Application.
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($21,384), which amount is a deduction from the Test Year average rate base. See
Exhibit HBWC-B (page 1, line 4, column 3).

4, Unamortized Hawaii Capital General Excise Tax Credit (“HCGETC").

The HCGETC was enacted in 1887 under HRS § 235-110.7. Generally, the
HCGETC provides a tax credit of four percent (4%) of the purchase price or
construction cost of qualifying plant and equipment used in a trade or business.

As shown on Exhibit HBWC 9 of the Application (line 6), Applicant's end-of-year
2009 HCGETC amount was $21,279 (column 1) and end-of-year 2010 HCGETC
amount was $20,610 (column 2), resulting in an average Test Year HCGETC amount of
$20,944." In its Direct Testimony, the Consumer Advocate proposed an adjustment to
Applicant's HCGETC amount to recognize the credit that should have been taken on
the well and tank additions that were installed in 2009. See Exhibit CA-T-1 {page 31).
Specifically, the Consumer Advocate proposed an end-of-year 2009 HCGETC amount
of $48,813 (line 6, column 1) and end-of-year 2010 HCGETC amount of $47,446
(line 6, column 2), resulting in an average Test Year HCGETC amount of $48,129
(line 6, column 3). See CA-105 (page 1) of CA-T-1.

During settlement discussions, Applicant acknowledged that in preparing its
Application, it inadvertently failed to include the credit for these plant additions and
accepted the Consumer Advocate’s adjustment to the HCGETC amount. Furthermore,
the HCGETC was revised to reftect the depreciation rates agreed in settlement. As a

result, the Parties have agreed to an average Test Year HCGETC amount of ($47,737),

" This amount was calculated by taking the average of the HCGETC at the end of

December 31, 2009 (i.e., $21,279) and 2010 (i.e., $20,610) as shown on Exhibit HBWC 9 (line 6, columns
1 and 2) of the Application.
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which amount is a deduction from the Test Year average rate base. See Exhibit
HBWC-B {page 1, line 6, column 3).

5. Customer Deposits.

As shown on Exhibit HBWC 9 of the Application (line 7), Applicant's end-of-year
2009 customer deposits amount was $11,462 (column 1) and end-of-year 2010
customer deposits amount was $11,462 (column 2), resulting in an average Test Year
customer deposits amount of $11,462."7 The Consumer Advocate did not object to nor
recommend any adjustments to these amounts in its Direct Testimony. See Exhibit
CA-105 (page 1, line 7) of CA-T-1. As a result, the Parties have agreed to an average
Test Year customer deposits amount of ($11,462), which amount is a deduction from
the Test Year average rate base. See Exhibit HBWC-B (page 1, line 7, column 3).

6. Contributions in Aid of Construction (CIAC).

CIAC are customer monetary or facility contributions to a company to help defray
the costs incurred to install plant, property and equipment. |n the instant rate case
proceeding, Applicant's schedule reflects the projected amount of CIAC that would be
collected for new water service connections in 2009 and 2010. See Exhibit HBWC 9.7
(lines 3 and 10, column 1). In Exhibit HBWC 9 of its Application, Applicant’'s

end-of-year 2009 CIAC total was $73,009 (line 8, column 1) and end-of-year 2010

" This amount was calculated by taking the average of the customer deposits al the end of

December 31, 2009 (i.e., $11,462) and 2010 (i.e., $$11,462) as shown on Exhibit HBWC 9 (line 7,
columns 1 and 2) of the Application.
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CIAC amount was $73,307 (line 8, column 2), resulting in an average Test Year CIAC
balance of $73,158 (line 8, column 3).'® See Exhibit HBWC 9 of the Application.

In its Direct Testimony, the Consumer Advocate proposed an adjusted
end-of-year 2009 CIAC amount of $136,760 (line 8, column 1} and end-of-year 2010
CIAC amount of $130,186 (line 8, column 2), resulting in an average Test Year CIAC
balance of $133,473 (line 8, column 3). See Exhibit CA-105 (page 1) of CA-T-1.
Specifically, the Consumer Advocate noted that the collected CIAC amount reflected in
the response to CA-IR-8 (i.e., $84,000 collected from July through December 2007 and
$27,000 collected in 2008), exceeded the CIAC balance at December 31, 2008 as
shown on Exhibit HBWC 3.7 (i.e., $70,500) of the Application. See CA-T-1 (page 30).
Therefore, the Consumer Advocate recalculated the CIAC and unamortized CIAC
beginning with the December 31, 2006 reflected in “Stipulation of Settlement
Agreement in Lieu of Rebuttal Testimonies,” filed April 4, 2007 in Applicant’s prior rate
proceeding (i.e., Docket No. 2006-0442) and recommended its CIAC adjustments
based on these recalculations.

During settlement discussions, Applicant agreed that many of the CIAC
payments collected had been incorrectly classified as revenue, and has since changed
its accounting procedures to correctly reflect CIAC payments as part of the CIAC
account. Accordingly, Applicant accepted the Consumer Advocate's adjustment to the

CIAC balance. As a result, the Parties agreed to an average Test Year CIAC amount

'® This amount was calculated by taking the average of CIAC at the end of December 31, 2009
(i.e., $73,009} and 2010 (i.e., $73,307) as shown on Exhibit HBWC 2 (line 8, columns 1 and 2) of the
Application.
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of ($133,473), which amount is a deduction from the Test Year average rate base. See
Exhibit HBWC-B (page 1, line 8, column 3).

7. Working Cash.

Working cash represents the amount of money provided by the shareholders,
over and above the investment in plant and other specific rate base items, in order for
HBWC to meet current obligations incurred in providing service pending the receipt of
revenues from those services. Applicant used the 1/12 methodology in calculating its
working cash requirement. This method assumes that a company needs approximately
one-month’s worth of expenses (less non-cash expenses) to account for the lag
between when expenses are to be paid and when revenues are to be collected. Using
this methodology, Applicant proposed in its Application an average Test Year amount of
$48,719 for working cash.'® See Exhibit HBWC 8 (line 10, column 3} of the Application.
In its Direct Testimony, the Consumer Advocate agreed to Applicant's methodology, but
recommended adjustments to the working cash amount to reflect its proposed
operating expense adjustments. See CA-T-1 {pages 32-33). Specifically, the
Consumer Advocate proposed an amount equal to $46,071 for working cash. See
Exhibit CA-105 (page 1, line 10, column 3).

The Parties agreed during settlement discussions that the differences between
the Parties’ working cash amounts were due solely to the differing operating expense
estimates projected by each. As a result of the Parties’ stipulation and agreement

herein on the Test Year operating expense projections, as discussed above, the Parties

% This amount was calculated by taking the average of working cash at the end of

December 31, 2009 (i.e., $48,719) and 2010 {i.e., $48,719} as shown cn Exhibit HBWC 9 (line 10,
columns 1 and 2).
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have agreed to an average Test Year working cash amount of $46,071, which amount
is to be added to the Test Year average rate base. See Exhibit HBWC-B (page 1,
line 12, column 3).
lLE. RATE OF RETURN

In its Application, Applicant proposed to increase the current rates to provide the
utility with an opportunity to earn a 9.0% return on its Test Year average rate base. See
Exhibit HBWC 6 (line 34, column 3) of the Application. Specifically, Applicant proposed
an overall rate of return of 9.0% using a 50% equity/50% debt capital structure, which
results in a return on common equity of 11.0% and a cost of debt of 7%. See
HBWC-T-100 (pages 45-46) of the Application.

In its Direct Testimony, the Consumer Advocate noted that Applicant’s proposed
9.0% rate of return was incongruent with what one would consider to be a reasonable
level of return in the Test Year, given the current economic conditions and other market
related observations. See CA-T-1 (pages 35-36). The Consumer Advocate referred,
instead, to Docket No. 2008-0283 (Kchala Ranch Water Company) a small water utility
rate case proceeding wherein the Consumer Advocate retained a cost of capital withess
to perform a cost of capital analysis. The cost of capital witness determined that a
reasonable rate of return for the utility was 8.10%. See CA-T-1 (pages 35-36). Based
on the analysis performed by its cost of capital witness in Docket No. 2008-0283, the
Consumer Advocate recommended a return on rate base for Applicant of 8.10%.%° See

Exhibit CA-101 (line 32, column 3) of CA-T-1.

2 |n Docket No. 2008-0283, the rate of return of 8.10% represented the mid-point of a range of

7.88% and 8.33% determined by Mr. Parcell.
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During settlement discussions, Applicant disagreed that 8.10% was a reasonable
return on rate base for Applicant. First, the exact conditions and factors that supported
the use of 8.10% for that particular water utility in Docket No. 2008-0283 may not be
entirely applicable to Applicant's situation. Second, based on Applicant’s independent
and preliminary analysis, Applicant contended that smaller water utilities such as
HBWC require higher rates of return when compared to large publically traded water
utilities used by the Consumer Advocate’s cost of capital witness in Docket
No. 2008-0283. In addition, Applicant stated its position that, in general, it faces higher
risks than other small water utility companies in Hawaii and is struggling against
adverse circumstances in that it is a stand-alone company owned and operated by two
individuals who are unable to borrow funds without providing personal guarantees and
who are unable to rely on affiliates to help support its operations. In support of this
representation, Applicant noted that for the past 4 years, it has had ongoing cash flow
problems and has operated at a loss, such that its owners have been forced to borrow
funds from family members to continue operations. Applicant maintained, therefore,
that it was imperative that it be allowed to earn a fair rate of return sufficient to cover the
capital costs of operation and to assure confidence in the company's financial integrity.
Notwithstanding the foregoing, in lieu of expending additional resources (e.g., both
parties retaining their own and separate cost of capital expert witnesses) and time
litigating this issue, Applicant proposed to utilize a return on rate base of 8.55%, which
was between the 9.0% and the 8.10% recommended by Applicant and the Consumer

Advocate, respectively.
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After discussion between the Parties, taking into consideration Applicant’'s small
size, the Consumer Advocate stated that it would be willing for settlement purposes to
increase in its rate of return recommendation to 8.30%. Following further discussions
on this matter, for settlement purposes, Applicant accepted the Consumer Advocate's
recommended return on rate base of 8.30%, which would be based on the 50% equity/
50% debt capital structure with a cost of debt of 7.00% and a cost of equity of 9.6% and
was within the range proposed by the Consumer Advocate. See Exhibit HBWC-B
(page 10). As such, the Parties have stipulated to a return on rate base of 8.30%. See
Exhibit HBWC-A (page 1, line 33, column 1 and line 32, column 3). The Parties have
also agreed, however, that the stipulated 8.30% return on rate base was for settlement
purposes only, and shall not be deemed to set any precedent that may be applied
against Applicant and/or the Consumer Advocate when seeking a different return on
rate base in any future regulatory proceedings.

Il.LF. RATE DESIGN

Once the Parties reached an agreement upon the revenue, expense, rate base,
and rate of return matters discussed above, the Parties focused their continued
discussions and attention on an acceptable rate design to provide a reasonable
opportunity for Applicant to earn the Test Year revenue requirement of $869,616,
representing a total revenue increase of $230,496 over revenues at present rates, or
approximately 36.066%. This is slightly different (i.e., $6) from the $230,502 revenue
increase requirement shown on Exhibit HBWC-A (page 1, line 37) due to rounding of

the volumetric rate per thousand gallons.

40



As set forth in its Application, Applicant offered a cost of service study
(i.e., Exhibits HBWC 12 and HBWC 12.1 of the Application) to assist in developing an
appropriate rate design. As explained in Mr. O'Brien’s testimony (Exhibit HBWC-T-100
(pages 46 to 50) of the Application), the results of the cost of service study supported
Applicant's initial opinion that the existing low usage customers were subsidizing higher
usage customers (which included customers with suspected leaks on their property who
are wasting water). To resolve the low-user subsidy issue, Applicant in its Application
proposed a rate design which is comprised of a fixed monthly customer service charge
of $30.00, plus a volumetric monthly water consumption charge of $5.7818 per
thousand gallons of water used per month. See Exhibit HBWC 5 of the Application.

Applicant contended that the proposed change in rates is well supported and in
the interest and faimess of all customers in that it would substantially reduce or
eliminate any subsidy being provided by existing lower usage customers. Further,
Applicant represented that under the proposed rate design, customers in the first two
usage categories (i.e., up to monthly usage of approximately 5,000 gpm) would receive
a decrease in their monthly water charge or a very small overall increase. More
specifically, approximately 30-35% of all customers using less than 3,100 gpm would
receive a decrease in their monthly water bill, which would eliminate subsidization by
these customers of larger water users and water customers who have not repaired
suspected |leaks on their service lines. In addition, customers using up to 7,100 gpm
(i.e., over 630 out of 1,100 customers) would have monthly bills at proposed rates at or

below the overall system increase of 48.6%.
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In its Direct Testimony, the Consumer Advocate did not object to nor recommend
any adjustments to Applicant’s rate design based on its proposed adjustments to
revenue requirement and stated that it appreciated the purpose of initiating the
volumetric charge in the instant proceeding in trying to establish rates that would allow
each customer to pay its fair share of its water consumption. See CA-T-1 (page 37).
Further, although the Consumer Advocate expressed general concern about the cost of
water service and usage to many customers substantially increasing, it stated that it did
not believe any significant adjustments could be made to resolve the concern. With
regard to adjustments to Applicant’s rate design, the Consumer Advocate indicated that
because of time constraints and workload issues, it was not able to complete its review
of whether the establishment of tiered volumetric rates would be reasonable at this
time. Instead, it recommended that the Parties continue to review and work on the
development of tiered rates. See CA-T-1 (page 39). The Consumer Advocate also
was considering whether a phase-in of the rate increase should be proposed in this
case.

During settlement discussions between the Parties, Applicant stated that it did
not believe tiered rates or a phase-in of rates were appropriate under the
circumstances. First, Applicant contended that it would be unfair to HBWC to delay the
much needed revenue increase, which was contemplated in the rate case processed
three years ago and was the result of actions taken by Applicant due to that case.
Second, because this case will result in the initial establishment of usage rates and
represent a significant increase to the higher users, implementing usage rates in and of

itself will promote conservation and reduce customer usage prospectively. Third, all of
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Applicant's customers, including customers with high usage, have been notified of and
are fully aware of the fact that rates will be increasing and changing to a volumetric rate
structure. Applicant had been informing its customers by providing monthly water
usage data on the bills for most customers for the prior year, and further, had been
working with high usage customers to verify their usage and to advise them of the
potential water bills that would result from higher rates. In most instances, these
customers would have had at least twelve months time to plan for the proposed
increase in their water bills. Finally, any rate increase phase-in would deny low usage
customers who would receive a decrease in their monthly water bilt from a portion of
this decrease during the phase-in period.

Based on the above, the Consumer Advocate agreed to withhold a determination
of the issue of tiered rates in this proceeding, but to continue its efforts to assess the
reasonableness of a phase-in of rates upon a determination of an overall revenue
requirement as agreed to by the Parties. In response, Applicant stated that, for many of
the same reasons stated above, it did not believe any phase-in of rates was
appropriate. More importantly, any phase-in would penalize the low-usage customers
by continuing to provide a subsidy to the higher users, which itself is contrary to the
implementation of tiered rates to induce conservation. In addition, Applicant contended
that it should not be penalized by not receiving its full revenue requirement in order to
provide subsidies to large users, many of whom are wasting water because under the
current flat rate charge they have not had to pay in proportion to the water they have
used. As such, for settlement purposes, the Consumer Advocate agreed that a

phase-in was not appropriate in this case.
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The Parties’ stipulated adjustments to the Test Year revenue requirement,
resulted in different rates from what was proposed by Applicant in its Application. In
connection with this, the following chart, based on Exhibit HBWC-A (page 9), shows
Applicant’s current rate design and the rate design stipulated to by the Parties for

HBWC's water operations:

Monthly Meter Charges
Residential Present Proposed
(Single Family and Condominiums) Rate Rate
Fixed Monthly Service Charge Per Unit $ 48.06 $ 30.00
Monthly Water Consumption Charge per $ 4.2237

1,000 gallons of water used per month

Applicant intends to use this rate design, if approved by the Commission, as an
interim step toward the full cost of service rate design, as described in the cost of
service study. See Exhibit HBWC 12 of the Application.

I.G. OTHER ISSUES/RECOMMENDATIONS

1. County Involvement.

The Consumer Advocate noted in its Direct Testimony that it considered, but did
not recommend, that efforts to investigate the possible takeover of Applicant's water
system by the County water department be taken at this time based on its
understanding that Applicant's system does not meet County standards (i.e.,
distribution system pipes are too small). See CA-T-1 (page 38). Further, the Consumer

Advocate noted that addressing such a problem would require significant investment,
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which it did not believe could be borne by ratepayers during the current economic
climate.

2. Quarterly Financial Reports.

In its Direct Testimony, the Consumer Advocate recommended, based on its
concerns with Applicant's next rate proceeding, that Applicant file quarterly financial
reports and actual customer water usage. See CA-T-1 (page 38). The Consumer
Advocate contended that these reports will allow the Parties and the Commission to be
prepared for the next filing and to determine if regulatory action prior to the next
expected rate proceeding, is necessary. Applicant accepted the Consumer Advocate's
recommendation and agreed to provide the Commission and Consumer Advocate with
(a) updated monthly customer usage data and (b) quarterly financial reports on
Applicant’s operations.

As a result, the Parties agreed that Applicant would file (a) quarterly financial
reports and (b) updated monthly customer water usage data with the Commission.

IV. GLOBAL SETTLEMENT OF ALL ISSUES

Each provision of this Stipulation is in consideration and support of all other
provisions, and is expressly conditioned upon acceptance by the Commission of the
matters expressed in this Stipulation in their entirety. In the event the Commission
declines to adopt parts or all of the matters agreed to by the Parties and as set forth in
this Stipulation, the Parties reserve the right to pursue any and all of their respective
positions through further negotiations and/or additional filings and proceedings before

the Commission.
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V. RECORD
The Parties agree that all filed direct testimonies, exhibits, workpapers, information
requests, responses, and this Stipulation are part of the record in the subject docket, and
that the Commission may take such steps and actions it deems necessary and
appropriate to facilitate its review of this Stipulation, and to determine whether this
Stipulation should be approved.
V. GENERAL
This Stipulation may be executed by the Parties in counterparts, each of which
shall be deemed an criginal, and all of which taken together shall constitute one and the
same instrument. The Parties may execute this Stipulation by facsimile for initial
submission to the Commission to be foilowed by the filing of originals of said facsimile
pages.

DATED: Honolulu, Hawaii, November 23, 2009.

i L0

MICHAEL H. LAU
KRIS N. NAKAGAWA
SANDRA L. WILHIDE

. ITOMURA
H. TSUCHIYAMA

Attorney for DIVISION OF CONSUMER

Morihara Lau & Fong LLP ADVOCACY, DEPARTMENT OF
Attorneys for Applicant COMMERCE AND CONSUMER
HAWAIIAN BEACHES WATER AFFAIRS

COMPANY, LTD.
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Hawaiian Beaches Water Company

Revenue Requirements & Rate of Return Summary
Test Year Ending December 31, 2010

Description

Flat Rate Month Charges
APCAC Revenue

Monthly Customer Charges
Customer Usage Charges

Other Revenue
Total Operating Revenues

Purchased Electricity

Salaries & Wages

Employee Benefits & PR Taxes
Accounting

Insurance

Auto & Truck Expense

Postage

Legal & Professional
Communications

Office Supplies Expense

Rate Case Amortization

Repair & Maintenance

Bad Debl Expense

Capitalized Non-Payroll Expenses

Total O&M Expenses
Taxes Other than Income Taxes
Depreciation
Amortization of CIAC
Income Taxes

Total Operating Expenses
Operating Income
Average Rate Base

Return on Rate Base

Target Rate of Return {(ROR)
Increase in ROR

Increase in Net Operating Incoma
Gross Revenue Conversion Faclor

Revenue Increase

Percent Revenue Increase

Settlement Exh A B 11-22-09.xls

Exhibit HBWC - A
Docket No. 2009-0161
Page 1 of9
SETTLEMENT

(1] (2] [3]
Ravenue At
Present Additional Proposed
Rates Amounti Rates
$636,120 ($636.120)
0 0
0 397,080 397,080
0 469,536 469,536
0
3,000 3,000
639,120 230,496 B69,616
104,400 104,400
222,477 222,477
57.377 57,377
14,000 14,000
31,604 31,604
15,000 15,000
6,000 6,000
2,000 2,000
6,400 6,400
23,400 23,400
69,800 69.800
4,400 4,400
0 0
(4,000} {(4,000)
552,858 0 552.858
40,805 14,716 55,521
110,623 110,623
(12.573) (12,573}
0 52.501 52,501
691,712 67.217 758,929
($52,592) $163,279 $110,687
$1,333,594 $0 $1,333,584
-3.94% 8.300%
8.30%
12.24%
$163,281
1.41169
$230,502
36.066%
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SETTLEMENT
Hawaiian Beaches Waler Company
Revenue Reguirements Support
Tesl Year Ending December 31, 2010
(1] (2] {3] [4] [5]
Description Amount Amount Amount Amount Amount
Gross Revenue Factor
Additional Revenue 1.000000
Less.
Bad Debts 0.000000
Public Service Company tax 0.058845
PUC Fee 0.005000
Franchise 0.000000 0.063845
Subject to Income Tax
Less: 0.936155
State Income Tax 0 052500
Federal Income Tax 0.190821
0 243321 0.227786
Remaining for Net Income 0.708369
Expense for each $1 of Revenue 0.291631
Factor for Moving Rate Base
= (1-Bad Debt%-Revenue Taxes-income {ax on Addl, Revenue)
0.7083688292
Revenue Factor 1.411693963
Additicnal Revenue Reguirements
Selllement Rate of Relum 8.30%
Mulliply rate base @ present rates by the above ROR 110,688
Subtract Lhe net income @ present rales from the above net income 163,280
Divide the above difference by the moving rate base factor to
determine the additional revenue requirements @ the ROR 230,501
Mutliply the add'l revenues by the bad debt factor 0
Muiliply the add'l revenues by the revenue tax factor 14716
Multiply the add’ revenues by the inc tax on add'l revenue 52505
Total Expenses at Proposed Rales 758,829
Subtract total expense from tolal revenues @ proposed rates 110,687
Subtract NI before WC change from NI after WC change (1)
Divide change in NI by desired rate of retum
Calculate change in rate base 1,333,594
Teslt - Divide NI by rate base 8.30%
Total Base Rate Increase RRL 39 $230.502 $230.496 56
Revenue At Present Rates RRL1 §636.120
Revenue Increase Required RR L 39 230,502
Total TY Revenue Requirement L34+L35 866.622
Proposed Monthly Charges Exh HBWC 11 397.080
Proposed Revenue From Usage Charges L 36-L 37 $469.542
Total TY Water Sales in 000 gallons Exh HBWC 11 9,264 X 12 111,170
Rate per 000 gallons L3g/L 3 $4.2237
Percent Increase LISIL 34 36.235%

Setllement Exhn A& B
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&t s WwR

Dascnption

Tolal Ravenuas

Total Operations & Maintenance Expenses
Depreciation

Amortzation of CIAC

Taxes Other than income Taxes

Total Operating Expanses

Operating Incame belore income Taxas
interesi Eapanses
Siate Laxable Income

State income Tax
less man $25K
Over $25K, but less than $100K
Cwver $100K
State income Taxes

Faderal laxable ncome

Fgaaral incoma tax
tass than $50K
Over $50K. but less than $75K
QOver $75K. bul less than $100K
Over $100K, but less than $335K
Over $335K
Faderal income Taxes

Total Federal and Stats income taxoes
Effective Tax Rate

State
Federal

Less’

(1

Tax Rates

4.4%
S54%
6.4%

150%
250%
0%
90%
3 .0%

Prasant Raverue Proposed
Rates Increase Rales

25,000 25,000 25,000
75,000 75,000 75,000
115,780 62.188
50 000 50,000 50,000
25,000 25.000 25,000
25,000 25.000 25,000
235000 103.220 53.994

Hawailgn Beachaes Water Company
Income Tax Expanse
Test Year Ending Decamber 31, 2010

12] (3] (4]

Taxable Amounts

Exhlbit

HBWC - A

Dockat No. 2009-0161

Page 3 of9
SETTLEMENT
[51] [8] {7l
Incoma Taxes
Present Revanua Propased
Ratas Incroase Rates

639,120 230,496 869.616
552.858 0 552,858
110,623 o] 110,623
(12.573) 0 (12,573}
40,805 14,716 55521
691,712 14,716 706.428
(52,592) 215780 163,188
a g 1]
(52,582) 215,780 183,188
1] 1.100 1,100

0 4.050 4050

1] 7.410 4,044

1] 12,560 5,184
(52.592) 203.220 152,954
0 7.500 7.500

0 6.250 6,250

0 B.500 8,500

0 40,258 21,057

0 0 0

0 62,508 43,307

0. $75 068 $52,501

0 0000% 34.7882% 2.1722%
0 D00% 5821% 5 8340%
0 D00% 28 567% 28.5382%
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SETTLEMENT
Hawaiian Beaches Water Company
Taxes Other Than Income Taxes
Test Year Ending December 31, 2010
(1] (2] [3] i4] 151
Revenues at Ravenues at Taxes at Taxes at
Line Presant Proposed Tax Present Proposed
H Descnption Rates Rales Rales Rates Ratas
Revenue Taxes
1 Public Service Company Tax $639,120 $869,6186 5.885% $37.609 $51,173
2 {Pursuant to HRS § 239)
3 Public Utility Fee 639,120 869,616 0.500% 3.196 4,348
4 {Pursuant to HRS § 269-30)
5 Franchise Tax {applicable lo electric companies onty) 2.500%
[ (Pursuant to HRS § 240)
7 Tolal Ravenue Taxes 40,805 55,521
Ciher Taxes
8 Other Taxes 4]
9 Total Other Taxes 0 0

0 Total Taxes Other Than Income Taxes $40.0605 $55.521




Line
# Descnption
Revenues
1 Service Ravenue
2 Flat Rate Month Charges
3
4 APCAC Ravenue
5
B Monthly Customer Charges
7
8 Customer Usage Charges
] Total Usage Revenue
Other Ravenua
10
11 Finance Charges
12 Other Revenue
13 TOTAL WATER REVENUES
Expenseas
14 Purchased Eleciricity
15 Salaries & Wages
16 Employea Benefits & PR Taxes
17 Accounting
18 Insurance
19 Auto & Truck Expensa
20 Postage
21 Legal & Professional
22 Communications
23 Office Supplies Expense
24 Rate Case Amortization
25 Reparr & Maintenance
26 Bad Debt Expense
27 Capitalized Non-Payroll Expenses
28 Taxes Other than Income Taxes
P2 Daprecialion
30 Amortization of CIAC
kil
32 TOTAL EXPENSES
3 OPERATING INCOME BEFORE TAXES
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Hawailan Beaches Water Company
Hisloncal Summary
Test Year Ending December 31, 2010
[11 [2] [31] [4] 15] 6] [7]
2007 5-Months 7-Months Presant Rales
#2006-0442 YearEnded  Year Ended Ended Ended Year Ended Test Year
Settlernent 12/31/07 12/31/08 5/31/09 12/31/09 12/31/08 1213110
5688.204 $420,755 $641,5657 $270.000 $360.000 $630,000 $636,120
688.294 420,755 641,557 270,000 360,000 630,000 636,120
1.000 1,000 450 550 1.000 1,000
2,060 2,000 900 1,100 2,000 2,000
691,294 420,755 644,557 271,350 361,650 633,000 639,120
184,785 147,395 185,691 45,359 89,641 135.000 104,400
178,264 190,526 207,640 87,500 122,500 210,000 222,477
38,792 26,385 25722 13.000 17,000 30.000 57,377
10.119 2,842 9.979 6,400 5,600 12.000 14,000
17,658 17,064 25,867 11,376 15,925 29.340 3,604
11,000 18,214 20,853 4,600 6,440 11,040 15,000
6.626 7.820 4627 1,750 2,950 4,700 6,000
4,000 4,497 1,444 0 0 0 2,000
3.000 5,075 5,960 2225 3.675 5,900 6,400
9,600 13,089 25,468 9.720 12,230 21,950 23,400
31,375 22,109 44,218 18.424 25,794 44218 69,800
12,600 6,902 2,464 1.685 2,359 4,044 4,400
1] 0 0 0 0 0 0
1] (2,737) {30,597} (5.000} (2,000) (7.000) {4,000)
44,139 20,247 38,126 17,326 23,091 40417 40,805
66.047 30.076 37.154 30,000 50,132 80.132 110,623
(1,313} (3.075) (1,500} (3.603) (5.103) 12,573
% 617,905 § 508,201 %  601.541 242864 3 371,735 § 616638 3 716,859
$ 73389 % (B7.446) % 43.016 % 28,486 § (10.085) % 16,362 5 (77.739)




Hawaiian Beaches Water Company
Galaries & Wages
Test Year Ending December 31, 2010

[1] [2] 3]
2007
Line # 2006-0442 Year Ended Year Ended
¥  Description Ref: Settlement  12/31/07 12/31/08
Salarles & Wages
1 Salaried $110,528 $96.640 $127.800
2 Hourly 367,736 $93,886 $79.840
3  Qvertime and Callout 5.0%
4 Tolal Payroll $ 178264 3 190526 $ 207,640
5  Wage Increase Dates
6  Percent Increase in base wages
7 Total for 6 employees from Workpaper HBWC 10.1
8  Charged to Construction WP 10.1 Salaried
9 Charged to Construction WP 10.1 Hourly
10 Overtime & Caliout L3 Hourly
10

Total Tast Year Expense

Exhibit

HBWC - A
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15.0%

15.0%

Note. The difference in the 2007 and 2008 year-end salanes and wages ara a result of the diffarent capitalization faclors for those years.

[4]
Present Rates
Test Year
12/31/10

$123,476
$54,286

$4,714

$ 222,477

$238,588
(8.158)
(12.667)

4,714

—— .

$222.477
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Hawaiian Beaches Water Company
Employee Benefits & PR Taxes
Test Year Ending December 31, 2010
[1] [2] [3) [4] [5] (6] (7]
2007 5-Months  7-Months Present Rates
Line # 2006-0442 Year Ended Year Ended  Ended Ended Year Ended Test Year
# Descriptlon 2007 12/31/07 12/31/08 5/31/09 12/31/09 12/31/09 12/31/10
1 Total Expense $38,792 526,395 $25,722 $13,000 $17,000 $30,000
2  Test Year Expense $ 57317
# of Empl
FICA TAX EXPENSE
3  Total Test Year S & W $ 222,477
4 Test Year S & W over Maximum 0
5 Taxable Test Year S & W L3-L4 § 222477
6 Tax Rate 7.650%
7 Test Year FICA Taxes $ 17.01¢9
FEDERAL UNEMPLOYMENT INSURANCE
8 Total TestYear S& W $ 2224717
9  Test Year S & W over Maximum $ 7.000 (180,477)
10 Taxable Test Year S& W LB+LY $ 42,000
11 Tax Rate 6 0.800%
12 Test Year FUl Taxes 135
STATE UNEMPLOYMENT INSURANCE
13 Total Test Year S & W % 222,477
14  Test Year S & W over Maximum $ 4,000 (198,477)
15 Taxable Test Year S & W L13+L 14 $ 24,000
16 Tax Rate 6 0.400%
17 Test Year SUI Taxes 96
T0|
18 Total Test Year S& W $ 222,477
19 Test Year S & W ovar Maximum $ 3,000 (204,477)
20 Taxable Test Year S & W Li8+L 19 $ 18,000
21 Tax Rale 6 0.460%
22 Test Year TDI Taxes 83
Monthly
Expense No. Of Annual
EMPLOYEE BENEFITS Per Employee Months Cost
23 HMSA Rate - Single Coverage 7-1-08 Rate $407.50 4 12 $ 19,560
24 HMSA Rate - 2 Party Coverage 7-1-06 Rata $804.80 1 12 9,658
25 HMSA Rate - Family Coverage 7.1-09Rate  $1,202.10 1 12 14,425
26 Increase At 7-1-10 7.74% 6 1,688
27  Other -
28 TOTAL BENEFITS SumL23toL 26 : 45,331
29 Sub-Total 62,865
30 Total Benefits and PR Tax
CHARGE TO CONSTRUCTION
31 Payroll to Construction Exh 10.1 $20,825
32  Total Payroll Exh 10.1 $ 238,588
33 Percent Expensed Lat/La2 8.73%
34 Benefits & PR Taxes Capitalized L26°L 33 $ _(5.488)
35 TOTAL L29+L34 $ 57377
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Hawaiian Beaches Water Company
Rate Case Amonrtization
Test Year Ending December 31, 2010
(1 (2]
Line Test
# Description Ref: Amount Year
PREPARATION AND FILING
1 Rate case consulling 37500
2 Legal 27100
3 Travel
4 Other non-labor
5 subtotal 64,600 *actual (response to CA-IR-17})
DISCOVERY AND SETTLEMENT
6 Rate case consulting 25,000
7 Legal : 50,000
8 Travel 0
9 Other non-labor 0
10 subtotal 75,000
HEARINGS AND BRIEFING
11 Rate case consulting 0
12 Legal 0
13 Travel 0
14 Other non-labor 0
15 subtotal 0
16 Total 139,600
17 Total to be Recovered 139,600
18 Amortization Period 2

19 Test Year expanse $69,800
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SETTLEMENT
Hawaiian Beaches Water Company
Test Ysar Ending December 31, 2010
PRO FORMA REVENUE CALCULATIONS - Customar Monthly Charge
[l [2] [3] i41] [51] 6] [7] [81 [9] [10] L] L]
PRESENT RATES PROPOSED RATES
Average Manthly Annuaj Monthly
Relerence Number Monthly Customer Cusiomer Custoiner Monthly Number Annual Revenue Percent
Line Or of Usage Per Charge Charge Charge Usage of Customer Usage Increcase
] Descnption Factlor Cuslomers Customer Revenue Revenuc Revenue Revenue Months Charge Charge Total Decrease
#in Gallons (000) gal
48 06 12 530.00 $4.2237
CUSTOMERS AT 8-30-09
1 Customers Using 0 o 1,000 80 0.422 5 1.845 3 16,140 5 2,400 143 12 5 28,800 5 1.716 5 30.516 233 9%
2 Customers Using 1,001 10 5.000 126 2988 15.008 183016 9,750 1115 12 117.360 49,380 166,740 -1l 3%
3 Customers Using 5.001 10 10,000 113 727 19,849 238,188 12,390 12.589 12 148 680 151,068 290748 25.9%
4 Customers Using 10.001 1o 15.000 £57 12.166 7.545 90.540 4710 8.067 12 56.520 96,804 153.324 69.3%
5 Customers Using 15.001 o 25,000 %0 18.617 4325 51.900 2,700 1.077 12 32400 84924 117.324 126.1%
6 Customers Using over 25,000 34 43.609 1,634 19,608 1.020 6.980 12 12,240 83,760 96.000 389.6%
7 1.100 9227 52,866 634,392 33.000 18.971 396.000 467,052 863.652 36.1%
N s TUMERS -
3 Customers Using 5.001 1o 10,000 0 1.217 0 1} 1] - 12 - - R
9 Customers Using 10.001 10 15,000 I 12.166 48 576 30 51 12 360 612 972 6% 8%
10 Customers Using 15.001 (o0 25.000 0 18.017 0 1] ¢ 12 - - -
he -3]-
n Customers Using 5.001 1o 10.000 t 7.217 48 288 30 30 6 180 180 360 25.0%
12 Customers Using 10.001 ro 15.000 2 12.166 9% 576 ol 103 [} 160 68 978 69 %
1} Customers Using 15.00] 10 25.000 I 18617 48 288 30 79 6 180 474 654 127.1%
14 TOTAL ALL 1.105 31.2 5 53.106 3 636.120 5 31.150 39.233 5 J97.08¢ § 4095 $  Bob.6lo 36 1%
15 Total Average Customers 1.103 ¢ 264.1
16 Other Revenue 3.000 3.000
17 TOTAL REVENUE 61N 5 Bu9.616 b 230490

Seitlement Exn A 8 11-2209 xa
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Line
#

N —

Do ~Nd®

11

12

13

14

Description
Plant In Service
Accumulated Depreciation
Net Plant-in-Service

Deduct:

Accumulated Deferred Income Taxes

HCGETC
Customer Deposits
CIAC
subtotal
Add:
Woarking Cash
subtotal
Subtotal

Rate Base at Proposed Rates

Exhibit HBWC -B
Docket No. 2009-0161
Page 1 of 10

SETTLEMENT
Hawaiian Beaches Water Company
Average Rate Base
Test Year Ending December 31, 2010

(1] (2] [3]

At At
Dec. 31, 2009 Dec. 31, 2010 Average
$1.873,715 $1,915,978 $1.894.847

{337,9586) (448,579) {393,268)

1,535,759 1,467,399 1,501,579
(20.243) {22,525) (21,384)
(48.616) {46.857) (47,737)
(11,462) (11.462) (11.462)

{136.760) {130,187) {133.473)

{217.081) {211,031) {214,056)
48,071 46,071 46,071

0 0 0
46,071 46,071 46,071
$1.364.749 $1,302.439
$1.333,594




Line
#

————

W N =

W o~

—_
o

1
12
13
14
15

16
17
18

19
20
21
22
23
24
25

26
27
28
29
30

Rate Base @ Dec. 31, 2009
Description
Plant In Service
Accumulated Depreciation
Net Plant-in-Service

Deduct:

Accumulated Deferred Income Taxes

HCGETC
Customer Deposils
CIAC
subtotal
Add:
Working Cash
subtotal
Rate Base @ Dec. 31, 2010
Description

Plant In Service
Accumulated Depreciation
Net Plant-in-Service

Deduct;

Accumulated Defarred Income Taxes
HCGETC

Customer Depaosits

CIAC

subtotal

Add;
Working Cash

subtotal

Exhibit HBWC - B
Docket No. 2009-0161
Page 2 of10
SETTLEMENT
Hawaiian Beaches Water Company
Rate Base Support
Test Year Ending Decamber 31, 2010
(1] [2] [3]
Consumer Advocate
HBWC Adjustmenis Total
$1.873,715 $1,873,715
(337,956) {337,956)
1,535,759 0 1,535,759
{20,243) (20,243)
{48.616) {48,6186)
{11.462) {11.462)
(73,009} {63,750) {136,760}
(153,331) (63,750) (217.081)
46,071 46,071
0
$46,071 %0 $46,071
HBWC Adjustments Total
$1,915,978 $1.915,978
(448,579) {448,579)
1,467,399 0 1,467,399
(22,525) (22,525)
(46 ,B57) (46,857}
(11,462} {11,462)
(73,307) (56,880) (130,187)
(154,151} (56.,880) (211,031)
46,071 46,071
0
$46,071 $0 $46,071
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SETTLEMENT
Hawaiian Beaches Water Company
Plant In Service
Tes! Year Ending December 31, 2010
[1 [2] [3] [4] 13] 6] [71] 18] [91 110] 111]
Test Year
Line Year Asset Balance as of 12/31/09 12/31/08 Balance as of 1213110 12131110 Balance as of
# Descripton Acquired Life 12/31/08 Additions Retirements Adjustments 12/31/09 Additions Retirements Adjusiments 12731110
1 Suuctures 2007 & Pror $3.512 3512 3.612
2 Structures 2008 2919 2819 2919
3 Structures 2009 97,500 97,500 97.500
4 Wells 2009 504,128 504.128 504,128
Piping 2009 61,973 61,873 61,873
5 Pumping Equipment 2007 & Pnos 97,480 97.480 97480
3] Pumping Equpment 2009 170.665 170,665 170.665
7 Pumping Equipmeni 2010 0 0
8 Waler Treatment Equipment 2007 & Pnov 25,626 25,626 25,626
9 Water Treatment Equipment 2008 420 420 420
10 Water Treatment Equipment 2009 0 0
11 Water Treatment Equipment 2010 0 0
12 Reservous & Tanks 2010 39977 318,177 319,177
13 Mains 2007 & Pnor §5,083 55,083 56,083
14 Meters & Services 2007 & Pnor 176,464 176,464 176,464
15 Meters & Services 2008 210,208 210,208 210,208
16 Meters & Services 2009 50.000 50,000 50,000
17 Malars & Servicas 2010 0 35263 35,283
18 Otfica & Shop Equipment 2007 & Pnor 19,763 19,763 19,763
19 Office & Shop Equipment 2008 152 152 152
20 Office & Shop Equipment 2009 5000 5,000 5,000
21 Office & Shop Equipment 2010 0 5.000 5,000
2z Transponaton Equipment 2007 & Pnor 52,613 32613 52813
23 Transportabon Equipment 2008 6.500 6,500 6.500
24 Transpontabon Equipment 2009 0 0
25 Transportaton Equipment 2010 0 1]
26 Omer Equipment 2008 4532 4,532 4,532
27 Computer & Conrol Equip 2009 10,000 10.000 15,000
28 Other Equipment 2010 1] 2,000 2.000
29 Total Plant in Sermice $655.272 $1.218,443 S0 S0 31,673,715 $42.263 50 $0 $1,915978
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SETTLEMENT
Hawaiian Beaches Water Company
Accumulated Depreciation
Test Year Ending December 31, 2010
[1] [2] [3) [4] 131 [6] 7] 18] (9] 110] (1]
Asset Test Year
Line Year Balance Balance as of 12/31/09 12/31/09 12/31409 Balance as of 1213110 1231110 Balance as of
# Descnption Acquared AL 12110 12131508 Dep. Exp. Retirements Adjustments 12/31/09 Dep. Exp. Retirements Adyustments 1231110
1 Structures 2007 & Prior 3512 ($3.512} $0 (3.512) $0 (3.512)
2 Structures 2008 2919 (599) (58} (157) (58) (215)
3 Structures 2009 97,500 {975) (975) {1.950) (2.925)
0
4 Wells 2009 504,128 (35) {6.302) 6.337) (12,603) (18.940)
5 Piping Equipment 2009 61.973 o {1.239) (1.239) (2.479) (3.718)
6 Pumping Equipment 2007 & Pnor 97,480 (69.453) (9.748) (79.201) {9.748) (88.549)
7 Pumping Equipment 2009 170,665 {8.533) (8.533) (17.067) {25.600)
8 Pumping Equipmeant 2010 0 0 o 0 0
V]
9 ‘Water Treatmant Equipmeni 2007 & Prior 25626 (25,926) 0 (25,926) 0 (25.926)
10 Water Treatment Equipment 2008 420 (4) 8) (12) (8) (20)
1 water Treatment Equipment 2000 1] 1] 0 o]
12 Water Treatment Equipment 2010 V] 0 1] 1] "]
[}
13 Resarvorrs & Tanks 2010 319,177 (7.979 (7.979) (15.959) (23.938}
]
14 Mains 2007 & Prior 55,083 (40,241) (1,102} {41,343) (1.102) (42 445)
0
15 Meters & Services 2007 & Prior 176,464 (72,557) (11.770} (84,327) (11.770) (96.097)
16 Meters & Sanices 2008 210,208 (5.255) (14.021} {19,276} (14.021) (33.297)
17 Meters & Seraces 2009 50,000 (1.668} (1.568) {3.335) (5.003}
18 Meters & Serices 2010 35.263 0 0 (1.176) (1.176)
1}
19 Office & Shop Equipment 2007 & Prior 19.763 (7.742} (2.824) (10,566) (2.824) {13,390)
20 Office & Shop Equipment 2008 152 (11} 22} 33 (22) (55)
21 COffice & Shop Equipment 2009 5,000 {357) {357) (715) {1.072)
22 Office & Shop Equpment 2010 5,000 1] 0 {357) (357)
0
23 Transpornation Equipment 2007 & Prior 52612 (31,886) (10,523) (42.409) (10,523) {52,932)
24 Transportaton Equipment 2008 6.500 (650} {1.300) (1.950) {1,300) (3,250)
25 Transporation Equipment 2009 0 0 0 0 0
26 Transponation Equipment 2010 1] 0 0 o 0
0
27 Other Equipment 2008 4,532 (453} (453) (906) (906) (1.812)
28 Computer & Control Equip 2009 10,000 {1.250) 1.250) (2.500} {3.750)
29 Other Equipment 2010 2,000 0 0 (200} (200)
30 Total Plant in Service $1,915.978 ($257.824) (580,132) 30 30 {$337,956) {110,623} $0 $0 {$448 579)

Exhibit HBWC -B
Docket No. 2009-0161




Lina
# Description
One-Half on 2009 Addiuons
One-Hall on 2010 Addinons

1 Structures

2 Struciures

3 Strucivies

4 Walls

5 Piping

] Pumping Equipment

6 Pumping Equipment

7 Pumping Equipment

B8 Waler Trealment Eguipment
9 Water Treaiment Equipment
10 Waler Treatment Equipmant
11 Waler Treatment Equipment
12 Reaervoin & Tanks

13 Mains

14 Matars & Senaces

15 Meters & Sennces

16 Melers & Services

17 Maoters & Seraces

18 Office & Shop Equipment
19 Office & Shop Equipment
20 Offica 8 Shop Equipment
21 Office & Shop Equipment
22 Transporauon Equipment
23 Transporabon Equipment
24 Transportabon Equipment
25 Transportation Equipment
28 Other Equipment
27 Computer & Control Equip
28 Other Equipment
29 Total Ptant in Servica

[

Ref:

[2]

In-service
date

2007 & Pnor
2008
2008

2009

2009

2007 & Pror
2008
2010

2007 & Prior
2008
2009
2010

2009

2007 & Pror

2007 & Prior
2008
2009
2010

2007 & Pnor
2008
2009
2010

2007 & Pnor
2008
2009
2010

2008
2009
2010

Hawanan Beaches Water Company
Deprecration Expense (Book)
Test Year Ending December 31, 2010

3]

Toial
Cost

12/31/10

$3.912
2,919
97,500

504,128
61,973

97.480
170,665

25,626
420

319177

55083

176,464
210,208
50,000
35,263

19,763
152
5,000
5,000

52,613
6,500
<]

a

4.532

10,000
2,000

$1.915978

4]

Depreciatian
Expense

Rate

2 DO%
200%
200%

2 50%

4 00%

10.00%
10 00%
10.00%

2.00%
2.00%
500%
5.00%

5.00%

2.00%

B.67%
567%
6.67%
8.67%

14 29%
14 29%
14 29%
14.29%

20 00%
20 00%
20 00%
20 00%

20 00%
2500%
20 00%

Exhibit HBWC - B
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SETTLEMENT
[5) 161 [71 18] {9)

Test Yaar

Acc Dep. 2009 Acc. Dep 2010 Acc, Dep.
Balance as of  Depreciation  Balance as of  Depreciation Balance as of

12731108 Expense 12/31/09 Expensée 12131710

0%
50%

512 33512 $3,512
99 58 157 54 215
Q a7s 9715 195 2.92%
35 6.302 6.337 12.603 18,940
] 1,239 1.239 2,479 ane
69.453 9,748 79,201 9,748 58,549
o 8,533 8,533 17,067 25,600
0 a 0 0 o]
25,926 a 25,926 o 25,826
4 B 12 B 20
o 0 0 V] 0
o [v] 0 1] o
g 7.979 7.979 15,959 21538
40,241 1,102 41,343 1,102 42 445
12,557 11,770 84,327 11,770 96.097
5,255 14,021 19,276 14.021 3297
1} 1,668 1.668 3,335 5,003
1] 0 0 1,176 1.176
7.742 2,824 10,566 2,824 13.350
11 s k] 22 55
a 357 357 715 1,072
0 0 ] 357 357
31,886 10.523 42 409 10,523 52.932
650 1,300 1,950 1,300 3250
0 Q 0 0
4] 0 0
453 453 906 906 1,812
1.250 1,250 2,500 3.750
o 200 200
$257.824 $80.132 §337.956 3110623 $448.579
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SETTLEMENT
Hawauan Beaches Water Company
HCGETC
Tesl Year Ending December 31, 2010
[1] (2] [3] [4] [5] 6] [7] (8] [91 [10] [11]
Test Year
Plant Net Annual Acc. Amonl. Acc. Amort. Acc. Amonrt.
Line Degraciation Plant Not Plant For HCGETC Amortizalion Balance as of 2009 Balance as of 2010 Balance as of
i Description Rate Additions. Eligible HCGETC Credits of HCGETC 12/31/08 Amonrizalion 12131109 Amortization 12/3110
4.0%
70.0%
2008 Plant Additions
1
2 Maters & Installatons 6.67% $210,208 {$147.146) $63,062 $2.522 164 84 168 252 168 a2
3 Tolal 2008 $2,522
2009 Plant Additions
4 Maters & Installations B.67% $50,000 {35.000) $15,000 600 a0 20 20 40 &0
5 Structures 2.00% 157,500 397.500 3.800 78 39 a9 78 117
6 Well 2.50% $504,128 $504,128 20,165 504 252 252 S04 756
7 Storage 5.00% $319,177 $319.177 12,767 638 319 319 638 958
8 Piping 4.00% 561,973 $61.073 2,479 29 50 50 99 148
8  Pumping Equipment 10.00% $170,665 $170,665 6,827 683 341 341 683 1,024
10  Walter Trealment 5.00% $0 1] 1] 0 0 0 1]
11 OfHice & Shop 14.29% $5.000 $5.000 200 29 14 14 24 43
12 Otrer Equipmenl 20.00% $10,000 $10.000 200 80 40 40 80 120
13 Tetal 2009 47.338
2010 jion
14  Malers & Installations 5.67% $35,263 {$25.263) $10,000 400 27 13 13
15  Office & Shop 14.28% $5.000 $5,000 200 29 14 14
16  Other Equipment 20.00% $2.000 $2.000 80 16 a 8
17 Total 2010 680
_51.470814
18 Touwal 3 50.540 3 2,390 $ 84 $ 1,244 H 1,328 $ 2,355 $ 3.683
19  Unamorized Balance at EDY $ 2.438 $ 48.616 $ 46,857



~ ;oo

S w®

Structures
Structures
Structures

Wells.

Pumping Equipment
Pumping Equipment

Waler Traatmeni Equipment
Waler Treaiment Equipment
Water Treatmeni Equipment
Water Treatmeni Equipment

Raservous & Tanks
Mains

Maters & Services
Maters & Services
Maters & Services
Metars & Services

Office & Shop Equipmant
Office & Shop Equipment
Office & Shop Equipment
Offica & Shop Equipment

Transporiabon Egquipmant
Transportabon Equipment
Transportabon Equipment
Transportauon Equipment

Other Equpment

Computer A Conuol Equip

Other Equipmant

Other Tax Depreciauon

Noadad to Batance Tax Depr AL 12-31-06
Tax Depre on Plant Pre 2008
Accelerated ncome Tax Deprecabon
TOTAL

Accumulated Book Deprecatan
Excess Tax Over (Under) Book
Composite Income Tax Rate

ADIT Balance

111

Year
Acquired

2007 & Prior

2007 & Pnor
2008
2009
2010

2009
2007 & Priov

2007 & Pnos
2008
2009
2010

2007 & Pnior
2008
2009
200

2007 & Pnor
2008
2009
2010

2008
2009
2010

Exhibit HBWC - B
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SETTLEMENT
Hawadian Beaches Water Company
Accumulated Deferred Income Taxes
Tesi Year Ending Decembae 31. 2010
12] [31] 141 [5) (6] 18] 191 1101 1111
Toual Test Year
Cosl Tax Ace. Tax Dep. Tax Ace Tax Dep. Tax Acc. Tax Dep
Asset At Depreciabon  Balance as of  Depreciabon Balanca as of  Depreciation Adjustments Balance as of
Tax Life 12/311¢ Method 123108 2009 1213109 2010 2010 12311Q
0 0
3512 18 0 18 18
2919 28 0 28 4] 28
97,500 0 0
504,128 0 0 0 0
97,480 62,423 0 62,423 0 62,423
170,665 0 ] 0 -0
25,626 25029 Q 25,029 0 25029
420 20 Q 221 0 221
0 a [y} 0 0
0 [ 0
318.177 0 0 o] 0
4] o 0
55,083 35.296 a 38296 V] 38.296
176.464 56.439 0 56429 1] 56,439
210,208 110,657 0 10657 1] 110,657
50,000 0 o 0 1] 0
35,263 ¢ 0 0
19.763 5074 [}} 5074 0 5,074
152 80 [} B8O 0 80
5,000 [} 0 0 4]
5,000 2} 0 0 o
52,613 25,694 0 25,694 0 25694
6,500 2275 0 2,275 0 2275
0 Q o
0 0 4]
4,532 2.386 o 2,386 [ 2386
10,000 ) \] [} 4]
2.000 0 [} 0
800 Q 800 0 800
0 1] 0 0 0
8.330 o 8,330 0 8.330
§3.401 83.401 120,000 203401
$1.854 005 $337.750 $83.401 $421.151 $120,000 $0 $541,151
257,824 337,95 448 579
79,926 83,195 92.572
24 332% 24 332% 24.332%
519,448 $20.243 §22 525
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SETTLEMENT
Hawaiian Beaches Waler Carnparyy
CIAC
Test Year Ending December 31, 2010
[1] (2] (3] [4]
Line Rate Or Total Unamortized
i Descnption Factar Amount CIAC CIAC
T Bplange At 12-31-06 {Sottlement} §44,578
2 CIAC Pror To 12-31-08 $68,505
3 CIAC in 2007 $1500 56 84,000 $84,000
4 Amortization of CIAC @ 12-08 6.7% $4,560
5 Amortization of 2007 CIAC & 7% $2,801
B 2007 Amortization 7,371
7 Balanceg At12-31-07 152,505 121,205
B CIAC in 2008 $1,500 18 27,000 27.00¢
<] Amartization of CIAC @ 12-08 6.7% $4.560
10 Amartization of 2007 CIAC 6.7% $5.603
11 Amortization of 2008 CIAC 6.7% 3900
12 2008 Amortization 11,073
13 Balance At 12-31-08 $176.505 $137,133
14 CIAC in 2009 $1,500 8 12,000 12,000
15 Amartization of CIAC @ 12-08 6.7% $4.560
168 Amortization of 2007 CIAC 8.7% $5.603
17 Amaortization of 2008 CIAC B8.7% $1.801
18 Amortization of 2009 CIAC 8.7% $400
18 2009 Amortization 12,373
18 Balance At 12-31-09 $161,505 $138,780
20 CIAC in 2010 $1,500 4 6,000 8,000
21 Amortization of CIAC @ 12-08 6.7% $4.569
22 Amortization of 2007 CIAC 6.7% $5.603
23 Amortization of 2008 CIAC 6.7% $1.801
24 Amortization of 2008 CIAC B8.7% $400
Amortization of 2010 CIAC 6.7% §200
25 2010 Amontization 12,573

24 Balance At 12-31-1 $197.505 130,187




Hawaiian Beaches Water Company
Working Cash
Test Year Ending December 31, 2010
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SETTLEMENT

(1]

Amount

Line
# Description
1 Purchased Electricity
2 Salaries & Wages
3 Employee Benefits & PR Taxes
4 Accounting
5 Insurance
6 Auto & Truck Expense
7 Postage
8 Legal & Professional
9 Communications
10 Office Supplies Expense
11 Rate Case Amortization
12 Repair & Maintenance
13 Bad Debt Expense
14 Capitalized Non-Payroll Expenses
15
16
17 subtotal
18 Working Cash factor
19 Working Cash

104,400
222,477
57,377
14,000
31,604
15,000
6,000
2,000
6,400
23,400
69,800
4,400
0
(4,000)

552,858

12

46,071




HBWC

RATE OF RETURN

Exhibit HBWC -B
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SETTLEMENT
[1] [2] [3]
Percent of
Line Capital Cost
# Description Structure Rate Rate of Return
1 EQUITY 50.00% 9.60% 4.80%
2 DEBT 50.00% 7.00% 3.50%
3 TOTAL 100.00% 8.30%
COST OF EQUITY
Mid-Point of Mr. Parcell's ROE in Dockél No. 2008-0283 Based
9.50%
on Proxy Group
5  Adjustment for seftlement purposes for HBWC 0.10%
6  Total Cost of Equity 9.60%
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HAWAIIAN BEACHES WATER COMPANY
Docket No 2009-0161
Setement Catculstions

Exhibil HBWC - C
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SETTLEMENT
1] 12] [4] 15] 18] [7t 181 (9] [1e] [11] (12}
COMPANY AS FILED CONSUMER ADVOCATE
As Fiked AL As Fided At As Filed AL As Filed Al

Line Present Praposed Sattlament Selemenl 5 i 5 1t Proposed Revenue Prasan

L] Descriplion Rates Rates Adustiments Amounts Drtierence Amounts Adjustments Rates Increase Rates
BEYENUES

1 Flat Rate Monthly Charges $ 636,132 - $ . H - s - H - - - $  (636.120) 636,120

2 APCAC Reverus . - - - -

3 Monthly Customer Charges 397,080 397,080 - 397.080 397,080 257.080

4 Customer Usage Charges 549,354 {79.818) A 469,536 - 469,536 14532 aa 455,004 455,004

5 . - - - -

& Other Revenue 3.000 3,000 3,000 - 3,000 3.000 3.000

7 TOTAL REVENUES SumL1pL 6 639,132 949,434 {79,618) 869,616 - 869,616 14,532 855084 215,964 539,120

230.484 230.496

B Electriciy Expense 104,400 104,400 104,400 104,400 104,400 104,400

9  Salanes & Wages 228.032 228,032 {5.555) B 222,477 222477 222,477 222,477
10 Employse Benefits 8 PR Taxes 57,391 57,391 (14) C 57,377 - 57,377 57,377 57.377
11 Accounting 14,000 14,000 14,000 - 14,000 14,000 14.000
12 Insurance 31.604 31,604 31,604 - 31,604 31,604 11.604
13 Aulo & Truck Expense 15.000 15,000 15.000 15,000 15,000 15,000
14 Postage 6,000 6,000 6.000 - 6,000 6,000 6.000
15 Legal & Professional 2,000 2,000 2.000 - 2,000 2,000 2,000
16 -

17 Communications 6,400 6.400 6.400 - £.400 6,400 6.400
18 Offica Supphes & Expense 23,400 23,400 23,400 - 23,400 23,400 23.400
19 Rate Case Amortizaton 96,000 96,000 (26.200) D 69,800 - 69,800 €9.800 69.800
20 Repar & Maintenance 4,400 4,200 4,400 - 4,400 4,400 4.400
21 Bad Debt Expanse - - - - - - -

22 Capitalzed Non-Payroll Expense {4,000} {4,000) {4,000} - {4,000) {4,000} 14.000)
3

24 TOTAL O&M EXPENSE Sum LB L28 584,627 584,627 {31,769) 552,858 552.858 - 552,858 552.658
25 Taxes on Revanue 6.385% 40.809 60,621 {5.100) E 55,521 55.521 924 bp 54,597 13.789 40.808
26 Depreciaiton 118,237 118,237 {1.614) * 110,623 - 110,623 5813 cc 100,810 100,810
27 Amorluzation of CIAC 5.703) {3.703) {6.870) G (12.573) - (12.573) (12,573) {12.573)
2B - -

29 OPERATING INCOME BIT L5127 15130 {98,838} 191,652 {28.465) 163,187 - 163,187 3.795 159,392 202,175 {42.783)
30 Income Taxes 24,893 (64.714) 12213 H (52,501} - (52,501) (1.628) dd (50,873) {50,873) -

31 NET CPERATING INCOME La1+L32  § {73945} 126,938 i !16 252! $ 110686 % - 3 11D,68L 3 2167 $ 108,519 3 151,302 § [42.?&
32 Plantin Service 1,894,848 1,894,848 $ 1894848 - 5 1,804,648 % 1.894.848 1,894 848
33 Accumulated Deprecistion {400,883} [400,883) 7615 | {393,268} - {393,268) [9.812}) ea {383,456) {383,456)
3 Nel Plant 1,483,965 1,493,965 7.615 1,501,580 - 1,501,580 (9.812) 1,511,382 - 1,511,382
35 ADIT (27,104) (27.104) 5720 J (21,384} - {21.384) a1 fH (24,585) (24.585)
38 HCGETC {20,944} (20,944) (26.793) K (47,737} - {47.737) 392 gg 148,128) (48.129)
37 Customer Deposus {11.462) (11.462) (11.462) - {11.462) (11,462) {11.462)
38 CIAC {73.158) (73.158) {60 315) L {133,473} 133.473) (133.473) {133.473)
38  Working Capital 8.3333%, 48,719 48,719 {2648) M 46,071 46,071 - 46,071 - 46,071
0 Average Tesl Year Rale Base $ 1410016 1,430,016 _§ {76421 3 1333585 % 31333595 3 16,219} $ 1339814 % 1,335,814
41  Rals of Return -5 24% 9 00% N 8 30% 8 30% 8 10% -3 19%

Settiemant Exh C 11-22-09 xis




HAWAIAN BEACHES WATER COMPANY
Docket No. 2009-0161

Settlement Calculations
HBWC Adjustments
Line
# Dascnplion
FMENT AD. TM
A, CUSTOMER USAGE CHARGE REVENUFE
1 Change i revenue increasa folytod (o cuslomer usage (o reflect Settiemant
B, SALARIES & WAGES
2 Adopt CA adjustment 1o remove S&w increase at 1-1-10
3 CA as filed
4 HBWC as liled
5 Adjusiment
EE BENEF|
6 Adopt CA adjustment lo romove PR Tax on S&W Ad)
7 CA as filed
8 HBWC as filed
9 Adjustmenl
E AM
10 Adopt CA Adjustment {or Rale Case Expense
11 ~Reduce Preparation Phase 1o reflect Actual Expense
12 —Remove Matenal & Travel cos| from Discovery and Settlemem Phase
13 —Remove all cost from Hearing and Bnefing Phase
14 Total Adjusted Costs
15 Annual Amortization using 2-year penod
E._TAXES ON REVENUE
16 Ta reflect reduction in Taxes on Revenue related 10 the reduction in Revenuve
from Adjustment A above
E. DEPRECIATION EXPENSE
Adjust to reflect use of EPA dapreciation lives for components of Wall and
17 Tank installed in 2009 as shown on Settiement Exhibit HBWC - B, page 5,
column &
18 Setlament Calcutation
19 HBWC as filed
20 Adjustment
G. AMORTIZATION OF CIAC
21 Adjustment to CIAC amontization to raflect the adjustment 1o CIAC adapted in
Adjustmant L
22 CA as filed
23 HBWC as filed
24 Adjustment

Exhibit HBWC - C
Docket No. 2009-0161
Pages 2 of 4

SETTLEMENT
1] [2] k3] (4]
Reference
Or Factor Amount Amount Total
$ {70.518}
HBWC A, pg & H 222 477
HBWC 10.1 228.032
L3-L4 H {5,555}
HBWC A, pg 7 5 57.377
HEWC 10.2 57,301
L7-L8 [ {14)
$ 7.400
2,000
43,000
SumL Sto L 11 X
L12/2 5 [26,200)
Revenue " .6.385% -1 {5,100}
HBWC B, pg 5, col B 5 110.623
HBWC 9.5 118,237
L18-L19 5 (7.614)
HBWC B.pg 7 H {12,573}
HBWC 9.7 [5,703)
L16-L17 3 {6,870)




HAWAILAN BEACHES WATER COMPANY Exhibit HBWC - C

Dochket No. 2009-0161 Docket No. 2009-0161
Settlermaent Calculations Page 23 of &4
SETTLEMENT
HBWC Adjustments
[] [2] [31] [4]
Line
# Descriplion Factor Amount Amount Total

COMPANY SETTLEMENT ADJUSTMENTS

H. INCOME TAX EXPENSE
25 Change in income tax expense related to the changes in ravenue
and axpense
26 Sattlament Calculation HBWC A, pg 3 $ (52,501}
27 HBWC as filed HBWC 8.5 {64, 714}
28 Adjustment L18-L19 H 12.213
L._ACCUMULATED DEPRECIATION
29 impact on Accumulaled Depreciation from Depreciaton Expense
adjustment in Adjustment F above
30 Settlemant Calculation HBWC B.pg 1 H {393,268)
3 HBWLC as hied HBWC 9 (400,883)
3z Adjustment L18-L18 $ 7,615

RRED
impact on ADIT from Depretiation Expensa adjusiment and

3 change in effective income tax rale
3 Settlement Calculation HBWC B, pg 1 s (21,384)
35 HBWC as hled HBWC 9 {27,104)
36 ’ Adjustment L18-L19 3 5720
WAI REDIT
a7 Cormect calculation of HCGETC and related amortzation to reflect
nclusion of Well and Storage Tank
38 Seltlement Calculalion HBWC B, pg 1 $ (47.737)
30 HBWC as filed HBWC 9 {20,944)
“© Adsstment L18-L18 S uer
L._CONTRIBUTIONS (N AID OF CONSTRUCTION (CIAC)
41 Comect CIAC balance for Test Year
42 Seftlement Calculation HBWC B, pg 1 $ (133,473)
43 HBWC as filed HBWC 9 (73,158}
44 Adjustment L18-L19 60,3

M. WORKING CAPITAL

42 Impact on Warking Capital of adjustments to Tesl Year expnases L Pense g;;an:?aes Times 5 {2.648)
N. RATE OF RETURN
Reduce Retum on Equity to reflect Settlement level of 9.6% and a 8.30%

43 resulting Rale of Retum of 8.30%




HAWAIANK BEACHES WATER COMPANY
Dockat No. 2009-0161
Seftlement Cek ulations

Consumer Advocate Adjustmeants

(1]

Line Reference
[ Descnphon Or Factor
COMPANY SETTLEMENT ADJUSTMENTS
a8, CUSTOMER USAGE CHARGE REVENUE
1 Change in rgvenue Increase related Lo customer usage to reflect Setiement
bb. TAXES ON REVENUE
2 To reflect reduchon in Taxes on Revenue related to the reduction in Revenua Revenue * .6 385%
from Adjustment A above ’
. DE E
Adjus! to reflaci use of EPA depreciation lives for companents of Well and
3 Tank installad «n 2009 as shown on Settement Exhibit HBWC - B, page 5.
column 8
4 Settiemant Calculation HBWC B, pg 5, col 8
5 CA as filed CA
[ Adjustment L4-L3
ad, INCOME TAXES
7 Change m incame [ax expense related lo tha changes in revenue and
expense
a Semlament Calculation HBWC A, pg 3
9 CA as filed CA
10 Adjustment L9-L38
DEPR
1 tmpact on Accumudated Depreciation from Depreciabon Expensa adjustment
n Adjustment cc above
12 Sememenl Caleulation HBWC B.pg 1
13 HBWC as filed CA
14 Adjustment L12-L13
t. ACCUMULATED DEFERRED INCOME TAX {ADIT)
15 Impact on ADIT from Deprecation Expense adustment and change 1n
effective Income tax rate
16 Setiemnenl Calculation HBWC B. pp 1
17 HBWC es filed CA
18 Adjustment L16-L17
H )
19 Correct calculaton of HCGETC and related amortization to reflect
reclassificabon of portions of Well and Storage Tank
20 Settiement Calculation HBWC B. pg 1
21 HBWC as filed CA
22 Adjustment L20-L 21
hh, RATE QF RETURN
Reduce Retun on Equity to reflect Setiement lavel of 9 6% and a resulting
23 Rate of Ratumn of 8 30%

Exhibit HBWC -C
Docket Ho 2009-0161
Page 4 of4
SETTLEMENT
12] 131 [4]
Amagunt Amaount Tolal
s 14,532
e —————
s 924
——————eeee—a e e—
H 110,623
100,810
$ 9813
s {52.501)
(50,873)
] {1.628)
H {393.268)
(383,456}
: -SR] 17]
3 {21.384)
(24 585}
H 3,201
3 {47.737)
(48,129)
N ST
8 30%
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